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OUR MISSION, AS AN INTEGRAL MEMBER OF THE FARM
CREDIT SYSTEM, IS TO SERVE AS A DEPENDABLE PROVIDER OF
CREDIT AND OTHER VALUE-ADDED FINANCIAL SERVICES TO
AGRICULTURE AND RURAL INFRASTRUCTURE BUSINESSES
FOR THE BENEFIT OF RURAL AMERICA.

For the Year 2013 2012 2011
(S IN MILLIONS)

Net Interest Income $ 1,163 $ 1,238 $ 1,071
Provision for Loan Losses - 70 58
Net Income 856 854 707
Patronage Distribution 415 425 341
At Year End 2013 2012 2011

(S IN MILLIONS)

Agribusiness $ 21,182 $21,394 $18,869
Strategic Relationships 37,897 36,707 15,236
Rural Infrastructure 14,524 13,879 12,180
Total Loans 73,603 71,980 46,285
Allowance for Credit Losses 615 595 542
Total Assets 97,644 92,478 63,290
Total Shareholders' Equity 6,705 6,441 4,896
Financial Ratios 2013 2012 2011

FOR THE YEAR

Return on Average Common Equity 14.40 % 15.16 % 16.05 %
Return on Average Assets 0.91 0.94 1.07
Return on Active Patron Investment 17.53 18.41 22.65
Net Interest Margin 1.26 1.41 1.69
Permanent Capital Ratio 16.72 16.14 16.37

* Includes the impact of CoBank's merger with U.S. AgBank,
which closed on January 1, 2012.
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The year 2013 was one of significant transition for the overall U.S.
economy. When the year began, economic growth was sluggish

at best, and the national unemployment rate seemed to be stuck
at close to 8 percent. Stock markets were recuperating from a
late-year slump in 2012. Despite unprecedented levels of monetary
stimulus from the U.S. Federal Reserve, substantial doubts
remained about the country's ability to achieve a strong,

self-sustaining economic recovery.

As 2013 ended, the economy finally felt as though it had turned a
corner. Growth accelerated notably in the second half of the year,
and unemployment had fallen to 6.7 percent by year-end. Equity
and housing markets enjoyed strong run-ups throughout 2013,
which helped buoy household net worth as well as the confidence
of American consumers. Corporate profits had also increased
markedly. The Fed began dialing back quantitative easing without

provoking an immediate major negative reaction in the market.
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While risks undoubtedly remain, the nation moves into 2014 with
cause for greater economic optimism than at any time over the past

several years.

For CoBank, 2013 was also a year of progress and success. The
bank achieved its 14th consecutive year of growth in profitability,
an accomplishment matched by few other major banks in the
world. Other measures of business and financial performance were
strong as well. Most importantly, we continued to fulfill our mission,
providing our customers with the debt capital and other strategic
financial services they needed to compete, succeed and grow in a

market environment full of both challenge and opportunity.

We're pleased to present the bank's results to you in our 2013
annual report to shareholders. Our continuing success has been
driven by the success of our customers, who have played an
integral role in leading the U.S. economy out of the difficulties

experienced over the past several years. We're enormously proud to



‘“THE BANK ACHIEVED ITS 14TH CONSECUTIVE YEAR OF
GROWTH IN PROFITABILITY, AN ACCOMPLISHMENT MATCHED

BY FEW OTHER MAJOR BANKS IN THE WORLD."

serve these customers, and of the role we play as a leading provider

of credit to vital industries in rural America.

2013 FINANCIAL RESULTS

CoBank's average loan and lease volume increased approximately
2 percent in 2013, to $71.9 billion. Growth was driven by higher
levels of borrowing from affiliated Farm Credit associations and
rural electric cooperatives, which more than offset a significant
decline in seasonal lending to agribusiness co-ops. Demand for
seasonal lines of credit decreased because of lower inventories,
low commodity prices and strong cash positions at grain elevators
around the country. Another important factor impacting all
segments of our portfolio was intensified competition across the
banking industry for the business of our customers. In that regard,
we continue to benefit enormously from the breadth, depth and
longevity of our customer relationships, and the bank’s reputation

for delivering value and a high-quality customer experience.

Net interest income declined by 6 percent in 2013, to $1.2

billion. The decrease was driven primarily by the low interest

rate environment engineered by the U.S. Federal Reserve, which
impacted the bank’s returns on invested capital, its balance sheet
positioning and its portfolio of liquidity investments. In addition,

the change in the mix of loans described above effectively lowered

our margins by increasing the proportion of higher-credit-quality,

lower-yielding loans in our portfolio.

Despite lower net interest income, profitability for the year rose to
a record $856 million in 2013, from $854 million the year before.
The increase in earnings resulted primarily from the fact that we
recorded no provision for loan losses in 2013, compared to

$70 million in loss provisions in 2012. That's a reflection of the
favorable credit quality in our portfolio and the general strength

of agriculture and other rural industries we finance.

Other measures of credit quality for CoBank remain exceptionally
strong as well. At year-end, 0.71 percent of the bank’s loans were
classified as adverse assets, compared to 1.01 percent at
December 31, 2012. Nonaccrual loans totaled $147.8 million,
compared to $170.2 million the year before. The bank's allowance
for credit losses totaled $614.7 million at year-end—a solid source
of protection for the bank and its capital base against loan losses
in our portfolio. CoBank finished the year with $6.7 billion of
shareholders’ equity, and our capital and liquidity levels remained

well in excess of regulatory minimums.

As we move into 2014, we're very pleased with the overall financial
condition of the bank and its ongoing ability to serve customers

and fulfill its mission in rural America.
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“COBANK PRIDES ITSELF ON THE FACT THAT

IT RETURNS SUBSTANTIAL VALUE TO ITS CUSTOMERS
THROUGH ANNUAL PATRONAGE DISTRIBUTIONS.”

PATRONAGE

As a cooperatively organized institution, CoBank prides itself

on the fact that it returns substantial value to its customers
through annual patronage distributions. Under our formula-based
patronage program, cooperatives and other eligible borrowers
receive 100 basis points of their average qualifying loan balance
from the bank; 75 percent of which is paid in cash. The remaining
25 percent is distributed in equity, providing customers with an
ownership stake in the bank and a say in the governance of the
business. Meanwhile, affiliated Farm Credit associations receive

45 basis points in cash patronage under a separate capital plan.

Patronage payouts for 2013 will total approximately $415 million—
just under half of the bank'’s earnings for the year. The remaining
net income, after payment of preferred stock dividends, is
preserved as unallocated retained earnings and used to build

the capital base and lending capacity of the bank. Over the past

10 years, CoBank patronage distributions to customers throughout
rural America have exceeded $2.8 billion—funds that have
supported the growth of our customers’ businesses and, indirectly,

the health and vitality of the rural communities they operate in.
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Patronage is a unique and enduring feature of the cooperative
model. The members of our board—the vast majority of whom have
direct experience with other cooperatives in rural America—fully
understand the value of dependable patronage, which is why they
have supported repeated enhancements to our patronage program
over the past decade. We're delighted with the level of patronage
we're delivering this year, and we trust our customers also
appreciate this important benefit of doing business with a bank

that they own.

GOVERNANCE

A great many factors contribute to CoBank’s success, including
our wonderful base of customers, membership in the Farm Credit
System, and a workforce of engaged, knowledgeable, experienced
employees. But none is more important than our board. The vast
majority of our directors are actively engaged in the business of
production agriculture, agribusiness or rural infrastructure, and all
have a profound appreciation for CoBank's mission and the role we
play in supporting rural America. Their leadership, guidance and
commitment have been essential to our progress, and will continue

to be in the years ahead.



CoBank's board structure for 2014 remains essentially unchanged
from last year. We have a total of 28 directors, including 24 elected
directors and four appointed board members. Each elected director
comes from one of six voting regions around the country, and we
have an even split between one-member-one-vote seats and seats
elected on a modified equity basis. Importantly, no matter what
region or industry directors come from, they represent all

the shareholders of the bank while carrying out their duties as

board members.

CoBank's bylaws require that the board conduct a thorough
governance assessment every five years. The next assessment is
due for completion by the end of 2015. To that end, the board will
be appointing a special Board Restructuring Committee in 2014 to
review every key aspect of governance at CoBank, including board
size, director terms, voting methods, the number and geography of
voting regions, and eligibility requirements for director candidates.
The committee will include an equal number of current board
members and non-board customer representatives. Whatever
recommendations it brings forward will go through a review
process that includes our Governance Committee, the full board

and, as appropriate, our base of voting stockholders.

Strong board oversight is a hallmark of the cooperative business
model. We think this regular review of governance at CoBank is
an excellent discipline that helps ensure we remain aligned with
the business of the bank, the environment in which we conduct
our business, and best practices for our industry. We look forward
to receiving the feedback of the restructuring committee as it

completes its work in 2015.

CORPORATE SOCIAL RESPONSIBILITY

Beyond financial success, 2013 was an important year for CoBank
in terms of corporate social responsibility. \We continued to provide
support for a wide array of organizations important to rural
America through a comprehensive series of initiatives,

consistent with our status as a mission-based lender and

Government Sponsored Enterprise.

CoBank's corporate social responsibility programs cover a variety
of areas, including cooperative outreach, rural disaster relief, rural
economic development, research and higher education, agriculture
and local food systems, industry advocacy, and general corporate
philanthropy. We also provide hundreds of millions of dollars in
financing for renewable energy projects initiated by our customers
in the rural power industry, which is a key part of our commitment
to environmental sustainability. In all these endeavors, we try as
much as possible to partner with our customers, who have a deep
understanding of their local communities and how resources can

best be put to use.

Detailed information about our corporate social responsibility
program is available in our 2013 corporate social responsibility
report, which is being published and distributed to customers as a
companion to our annual report. That document, entitled “Growing
Rural America,” is one we hope you will take time to review in detail.
Our board continues to be extremely supportive of our activities in
this area, and we're proud of the positive impact CoBank is having

across rural America.
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“OUR PROMISE TO ALL OUR CUSTOMERS IS TO SERVE AS THEIR TRUSTED
FINANCIAL PARTNER AND DELIVER TO THEM THE CREDIT AND
FINANCIAL SERVICES THEY NEED TO THRIVE AND GROW."

COBANK'S 25-YEAR ANNIVERSARY

The beginning of 2014 marks our 25th year as “CoBank.” The bank
was formed on January 1, 1989, through a merger of 11 separate
Banks for Cooperatives that had operated independently since
being established through the Farm Credit Act of 1933. Under its
new name, CoBank was chartered to finance a national base of
customers that included agricultural co-ops and rural infrastructure
providers throughout the United States. It had approximately

$12 billion in assets on its first day of operation.

A great deal has changed in the quarter-century since then.

Thanks to strong, steady growth, the bank now has almost

$100 billion in total assets, making it one of the largest commercial
and industrial lenders in the country. It employs over 800 people.
A series of subsequent mergers has also broadened the bank’s
charter. In addition to direct borrowers in the food, water, power
and communications industries, CoBank now acts as a funding
bank for 27 affiliated Farm Credit associations operating in

23 states. Those associations in turn serve more than 70,000
farmers and ranchers across a diverse range of agricultural sectors.
Through organic and merger-driven growth, CoBank today is one

of the single largest providers of credit to the U.S. rural economy.

But more important than what has changed since 1989 are the

things that have stayed the same. Our core mission—providing
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dependable credit to rural America—remains unaltered. We
continue to derive enormous benefits from our cooperative
structure, including leadership from an outstanding board of
directors drawn from the industries we serve. Membership in the
Farm Credit System remains a key part of our value proposition,
providing us with strong access to capital and the capacity to
meet the borrowing needs of our customers. And we have never
abandoned our business model as a traditional relationship

lender, with a commitment to know more and care more about our

customers than any other financial services provider.

We're extremely proud of what CoBank has accomplished over the
past 25 years, and we look forward to the next quarter-century of

growth and success.

“THE PROMISE OF RURAL AMERICA”

The theme of our annual report this year is “The Promise of Rural
America." Those words are designed to reflect the enormous
promise and potential we believe the future holds for our customers
and rural America as a whole. American farmers, ranchers and
cooperatives have established a solid leadership position in the
global marketplace as the world's premier providers of high-quality
food and fiber. Meanwhile, rural infrastructure providers deliver the

power, water and communications services that agriculture relies



on to be successful, and that people in rural communities need in

order to enjoy a high quality of life.

The pages that follow this letter contain profiles of a selection of
cooperatives and other customers from CoBank's customer base,
and we hope you take the time to read about these innovative and
forward-thinking business organizations. Although they operate
in different industries and markets, all are focused on creating
value for their customers, building market share and positioning

themselves for long-term future success.

What they also have in common is a strong partnership with
CoBank. Our promise to them, as with all our customers, is to serve
as their trusted financial partner and deliver to them the credit and

financial services they need to thrive and grow.

BUSINESS OUTLOOK

Despite recent improvements in the economy, there remain a
number of “tail risks” that businesses need to be mindful of as they
look ahead. One key question is how the U.S. economy will react
as the Fed unwinds a balance sheet that has ballooned to over

S4 trillion in the past five years. Emerging markets are another
source of uncertainty, where a combination of slower growth

and fragile political systems in many countries offers plenty of
downside potential in the year ahead. Europe, Japan and other
advanced economies outside the U.S. continue to struggle with low

growth, poor demographics and public policy uncertainty.

At CoBank, our board and executive management team will remain
focused on continuing the steady business performance the bank

has enjoyed throughout the financial crisis and its aftermath.

And we are as optimistic as ever about the long-term prospects
for the industries we serve and CoBank's ability to fulfill its mission

in rural America.

As always, we remain mindful of the enormous trust our customers
place in CoBank as their financial partner. We thank you for your
ongoing support and look forward to reporting back to you on our

future progress.

éM&MA

Everett M. Dobrinski
Chairman

/('2.;’5.&52

Robert B. Engel
Chief Executive Officer
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COBANK'S AFFILIATED FARM CREDIT ASSOCIATIONS

ARIZONA

1

FCS Southwest
TEMPE

CALIFORNIA

2

coL

o o o ~ oD (S} —~ [ )

American AgCredit
SANTA ROSA

Farm Credit West
ROSEVILLE

FCS of Colusa-Glenn
COLUSA

Fresno Madera Farm Credit
FRESNO

Golden State Farm Credit*
KINGSBURG

Yosemite Farm Credit
TURLOCK

RADO

FC of Southern Colorado
COLORADO SPRINGS

Premier Farm Credit
STERLING

CONNECTICUT
1[] Farm Credit East™*

ENFIELD
HAWAII
‘H FCS of Hawaii
HONOLULU
IDAHO
‘IZ Idaho, ACA
BLACKFOOT
KANSAS
‘]3 FC of Ness City
NESS CITY

14 FC of Southwest Kansas
GARDEN CITY

15 FC of Western Kansas
coLBY

‘IE Frontier Farm Credit
MANHATTAN

‘]7 High Plains Farm Credit
LARNED

NEW MEXICO

‘IH FC of New Mexico
ALBUQUERQUE

* Formed through the merger of Northern California Farm Credit and Kingsburg Land Bank on 1/1/14.
** Farm Credit East merged with Farm Credit of Maine on 1/1/14.
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OKLAHOMA

AgPref
‘IH Agﬂr}zerence

2[] Chisholm Trail Farm Credit
ENID

2‘] FC of Central Oklahoma
ANADARKO

FC of Enid
0l

23 FC of Western Oklahoma
WOODWARD

24 FCS of East Central Oklahoma
BROKEN ARROW

UTAH

{5} Western AgCredit
SOUTH JORDAN

VERMONT

ZE Yankee Farm Credit
WILLISTON

WASHINGTON

27 Northwest Farm Credit Services
SPOKANE
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Average Loans
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70M $37.9 BILLION 14%
B AS OF 12/31/13
~

7%
9%

o
m
N
I
>
Fe)
-
A
m
<

Fruits, Nuts,
Vegetables
2013 2012 2011 Dairy
$ 37897 $ 36,707 $ 15,236
Cattle
36,565 34,976 15,215
255 246 81 Grain
In addition to providing loans to retail customers and cooperatives in all 50 states, Field Crops

CoBank serves as a funding bank for 27 affiliated Farm Credit associations across the
country. Those associations provide loans and financial services to approximately
70,000 farmers, ranchers and other rural borrowers in 23 states. They serve a
diverse array of industries, from fruits, nuts and vegetables to grains and other row

crops to dairy, beef, poultry and forest products.

CoBank provides these association customers with wholesale financing as well
as other value-added products and services. In turn, the associations provide the

bank with added lending capacity by serving as participation partners on large

credit transactions.

CoBank also serves as a partner of choice for a number of nonaffiliated
Farm Credit associations throughout the country on loan participations and

syndications, leasing, and other non-credit services.

Average loan volume in the Strategic Relationships portfolio was

$36.6 billion in 2013.

Excluding Grain

Fish, Livestock,
Poultry

Forest Products

Farm-Related
Business

ICTEHAOES

>
O
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AGRIBUSINESS PORTFOLID

% OF .

PORTFOLIO: 12%
4%

24%

STRATEGIC
RELATIONSHIPS
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INFRASTRUCTURE \
1%
PIE CHART KEY:
W Farm Supply, ‘
8 Grain & Marketing
Ag Export Finance
Lease Financing
FOR THE YEAR 2013 2012 2011
(S IN MILLIONS)
Period-End Loans $ 21,182 $ 21,394 $ 18,869 Fruits, Nuts,
Vegetables
Average Loans 21,077 22,209 23,104
Forest Products
Net Income 380 410 438

Dairy

CoBank's Agribusiness operating segment includes the Regional Agribusiness

Banking Group, Corporate Agribusiness Banking Group, Agricultural Export Finance Fish, Livestock,

Poultry
Division and Banking Services Group, which includes Farm Credit Leasing. It serves
cooperatives and other customers involved in a wide variety of industries, including Cattle
grain handling and marketing, farm supply, food processing, dairy, livestock, fruits,

Other

nuts, vegetables, cotton, biofuels and forest products. Average loan volume in the

Sabid- -1 1

Agribusiness portfolio was $21.1 billion in 2013.
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RURAL INFRASTRUCTURE PORTFOLIO

3%

2%
% OF

PORTFOLIO:
3%
5%
39%

STRATEGIC
7%

RELATIONSHIPS
$14.5 BILLION
89 AS OF 12/31/13
()
AGRIBUSINESS
20% 8%
RURAL
INFRASTRUCTURE

g s

..

RURAL INFRASTRUCTURE

PIE CHART KEY:

Electric Distribution

Generation &
Transmission

Local Exchange

FOR THE YEAR 2013 2012 2011 Carriers
(S IN MILLIONS)
Period-End Loans $ 14,524 $13,879 $ 12,180 Water
Average Loans 14,215 13,086 11,880
Independent Power
Net Income 230 208 194 Producers

Requlated Utilities

CoBank's Rural Infrastructure operating segment includes the following banking
divisions: Electric Distribution and Water Services; Power, Energy and Utilities; and Wireless
Communications. It serves rural utilities and other customers across a wide variety of
industries, including electric generation, transmission and distribution cooperatives; Egg;gigzvce;ggil

water and wastewater companies; and wireline, cable and wireless communications

services providers. Average loan volume in CoBank's Rural Infrastructure portfolio Cable

was $14.2 billion in 2013.
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Brent Bunte 2 Bert Johnson

General Manager, Relationship Manager,
NEW Cooperative CoBank

"WE APPRECIATE COBANK'S KNOWLEDGE OF OUR BUSINESS. WE DON'T WANT
TO HAVE TO TRAIN OUR LENDER ON WHAT WE DO AND COBANK HAS ALWAYS

BEEN GOOD ABOUT THAT.”

Based in Fort Dodge, lowa, NEW Cooperative, Inc. is a farmer-
owned co-op with 22 operating locations. With 295 full-time
employees, NEW offers grain marketing and storage services, feed,
fertilizer, crop protection and seed resources. In a typical year,
NEW will handle more than 75 million bushels of grain. It has the
capacity to produce 700,000 tons of quality feed products and
market 150,000 tons of fertilizer.

NEW General Manager Brent Bunte, who has been with the
organization for more than 30 years, attributes NEW's success to

its intense focus on the customer.

“Our goal is to figure out what our customers want before they
know they want it,” said Bunte. That anticipation of its customers’
needs has led NEW to invest significantly in its facilities and railway
assets. In fact, out of 65 million bushels of grain storage capacity,

more than 20 million have been added in the past 10 years.

This focus on investment means that NEW has a true appreciation

for the value of a dependable lender.

“When visiting with our relationship manager or CoBank leadership,

they always ask what they can do for us,” said Bunte. “| tell
them ‘just be there when we need you." And they always have
been. CoBank has been a reliable and consistent financial partner

from the beginning.”

“We also appreciate CoBank's knowledge of our business,”

continued Bunte. “We don't want to have to train our lender on
what we do and CoBank has always been good about that. They

try to provide us with the same level of service we provide to our
customers—anticipating our needs so they can continue to be there

when we need them."



GREENPOINTAG

1 Mark Ogletree 2 Bruce Schadrack

Chief Financial Officer,
GreenPoint Ag

3 Alan Hack

Relationship Manager,

“OUR GOAL IS TO PROVIDE OUR CUSTOMERS WITH THE BEST SOLUTIONS

TO HELP THEM BE EVEN MORE SUCCESSFUL."

GreenPoint Ag was formed in late 2012 to provide a full range
of agronomy services to farmers across the mid-South, from
seed, fertilizer and crop protection products to soil sampling and

customized application.

The company has 45 retail locations in five states. GreenPoint
serves an estimated 6,000 producers growing corn, cotton,

soybeans, rice and peanuts.

“Our goal is to provide our customers with the best solutions to
help them be even more successful,” said Tim Witcher, GreenPoint
Ag's president and CEO. "We're uniquely positioned now to do that,
and to also grow our business just as our growers are increasingly

looking to help feed a growing world.”

Headquartered in Memphis, Tennessee, GreenPoint was formed by
two longtime CoBank customers—Tennessee Farmers Cooperative
and Land O’ Lakes subsidiary Winfield Solutions, LLC. The
organization knew it needed a reliable banking partner that not only
understood the cyclical nature of agriculture, but also could serve

as a trusted advisor for their business.

“We really consider CoBank to be more of a partner than just a bank,”

Witcher said. “Until GreenPoint was formed, we didn't have to deal
with banks—our parent companies did all of that. CoBank has really

helped us along the way."

As a new venture, GreenPoint's leaders had to take on new business
functions, such as cash management. That's where the relationship

with CoBank really began to pay dividends.

“It's good to have a partner that understands us,” Witcher said.

CoBank provided GreenPoint an initial $115 million credit facility,
which was used in part to buy inventory, along with a $25 million,

10-year term loan.

“GreenPoint is in a relationship-building business, just like CoBank,

which is one of the reasons the relationship works," said Amy Gales,
executive vice president of CoBank's Regional Agribusiness Banking
Group. “They're focused on helping their growers produce the _
highest possible yields, and we're proud to play a role in helping L -ad

them to do that.”

Treasurer,
GreenPoint Ag

4 Tim Witcher

President and CEO,
CoBank GreenPoint Ag
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2 Al Schuler

Relationship Manager,

Mike Popowycz
Vice Chairman and CFO,

Case Farms CoBank

Tom Shelton 4 Kevin Phillips
Chairman and CEO, President and COO,
Case Farms Case Farms

The Chickenof Choice.

“WE'RE A GROWING COMPANY. WE NOW HAVE 475 GROWER FARMS AND MORE THAN
3,200 EMPLOYEES WHO BELIEVE IN OUR COMMITMENT TO QUALITY. BUT WE NEEDED

HELP TO FINANCE THAT GROWTH."

Back in 1986, during its first year of operation, Case Farms
was a small regional poultry operation with one hatchery, one

processing plant and one distribution facility in northeastern Ohio.

Today, Case Farms is one of the nation’s leading poultry businesses.
The company processes 2.6 million birds each week and produces
more than 850 million pounds of fresh, partially cooked and frozen-
for-export poultry products each year. The chicken that leaves its
plants in North Carolina and Ohio is used for various purposes.

It might become one of the brand-name products consumed by
Americans each day, or it might be shipped overseas or turned into

ready-to-cook breaded items sold under the Case Farms name.

“We're committed to offering quality products, from the farm all the
way to your plate,” said Mike Popowycz, chief financial officer for
Case. "We're a growing company. We now have 475 grower farms
and more than 3,200 employees who believe in that commitment to

quality. But we needed help to finance that growth.”

Case asked CoBank to serve as a lead arranger on a $140 million
revolving credit facility that was syndicated exclusively to the Farm
Credit System. The money was used to purchase working capital

assets, such as grain and feed for chickens.

“We were looking for a good strategic partner who would

understand the cyclicality of the poultry business,” said Popowycz,
who has been with Case Farms since its inception and has worked

with several other banks.

“Too often, traditional banks get spooked by an industry downturn.

CoBank and the Farm Credit teams they pulled together have a
good understanding of our business, and of agriculture in general.
They've been more like business advisors to us. They know when

you go through tough times that things will turn around.”
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¢ NONGHYUP FEED INC.

Lee Tae-Woong

Deputy General Manager,
Foreign Purchasing
Department,

NongHyup Feed, Inc.

2 Manny Fernandez 3 Jang Joo-Hoon

Chief Representative, Clerk,

CoBank Singapore Foreign Purchasing
Department,
NongHyup Feed, Inc

Yang Kyung-Soo s Lee Yang-Gu 6 Na Soo-Min

Clerk, General Manager, Deputy General Manager,
Foreign Purchasing Foreign Purchasing Foreign Purchasing
Department, Department, Department,

NongHyup Feed, Inc. NongHyup Feed, Inc. NongHyup Feed, Inc

NongHyup Bank

1 Lee Chang-Hyun

General Manager,
International Banking
Department,
NongHyup Bank

2 Manny Fernandez

Chief Representative,
CoBank Singapore

w

Chung Suk-Jin

Senior Relationship Manager,
International Banking
Department,

NongHyup Bank

4 Lee Hyo-Sik

Deputy General Manager,
International Banking
Department,

NongHyup Bank

"“THE COMMON ROLE BOTH COBANK AND NONGHYUP BANK PLAY IN SUPPORT OF
AGRICULTURE IN THE U.S. AND KOREA MAKES THIS LONG-STANDING RELATIONSHIP

SO UNIQUE AND SUCCESSFUL.”

Korea has become the fifth-largest market in the world for U.S.
agricultural products with more than $35 billion in imports since
2008. Most of the imports are grain and feed for the protein sector

since the country imports 97 percent of its feed ingredients.

Many of those transactions are made possible by a unique
relationship dating back more than three decades between CoBank,

NongHyup Bank and NongHyup Feed Inc., or NOFI.

NongHyup Bank, formerly known as National Agricultural
Cooperative Federation, was established by the Korean government
in 1961 to help improve the economic and social status of member
cooperatives and farmers. It is the primary relationship bank for
many of Korea's largest agribusiness companies and is owned by
almost 1,200 livestock, agricultural and commodity cooperatives,
which are in turn owned by some 3.3 million member farmers. It

also remains the sole banker to NOFI, which is the largest feed

miller in Korea and accounts for more than one-third of the

country’s total feed grain imports.

Since 2005, CoBank has processed letters of credit issued by
NongHyup Bank totaling more than $4.6 billion and has financed
approximately 90 percent of that volume. All of the letters of
credit financed shipments of U.S. grains and other ag products to

important buyers in Korea. NOFI imported most of the grain.

“We handle more business from NongHyup Bank than from any

other financial institution in the world, by far," said Jonathan Logan,
executive vice president with CoBank’s Corporate Agribusiness
Banking Group. “The common role both CoBank and NongHyup
Bank play in support of agriculture in the U.S. and Korea makes this

long-standing relationship so unique and successful.”

‘The Promise of
Rural America
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Damali Clark 2 Bob Occhi
Controller, President and CEO,
Coast EPA Coast EPA

John Holston 4 Doran Dennis

Vice President Relationship Manager,
of Financial and CoBank
Administrative Services,

Coast EPA

* Coast Electric

(/ POWER ASSOCIATION
A Touchstone Energy” Cooperative KT

‘COBANK HAS INTRODUCED US TO REFINANCING OPPORTUNITIES WE NEVER
KNEW EXISTED, AND IT HAS RESULTED IN MILLIONS IN SAVINGS."

Like the customers they serve, Coast Electric knows a thing or
two about survival. Based in Kiln, Mississippi, this member-owned
electric cooperative recently celebrated its 75th anniversary. But
not so long ago, it was facing more than $100 million in damage
and the loss of 15,000 customers whose homes and businesses
were destroyed by Hurricane Katrina. Every customer of the
cooperative experienced a power outage during the devastating

2005 hurricane and its aftermath.

“We were one of the fastest-growing co-ops in this area,” said Coast
Electric’s president and chief executive officer, Bob Occhi. “But

we took a direct hit from Katrina, one of the worst storms to hit
the United States, and followed that up with a recession. Still, we
survived and came back stronger thanks to our employees and

our customers.”

Coast Electric became a CoBank customer in 2007 with a

$35.5 million loan to help finance the rebuilding of their electric

system following Hurricane Katrina. Since then, the co-op has used
CoBank to refinance several higher interest rate Rural Utilities
Service loans from the U.S. Department of Agriculture and to lease

its large vehicles.

“CoBank has introduced us to refinancing opportunities we never

knew existed, and it has resulted in millions in savings,” Occhi said.

In addition, Coast Electric has taken advantage of CoBank’s
Sharing Success program to invest in the future of its community.
In the program’s first year in 2012, the cooperative used the
matching program to support a local community college. In 2013,
it made a contribution to a fund managed by the statewide rural
electric association that provides scholarships to the children of
cooperative employees and assists employees' families following a

death or natural disaster.

Said Occhi: “We appreciate CoBank's partnership in these efforts to

improve our community.”



1 Bryan Ervin 2 David C. Benoit

Relationship Manager, CFO,
CoBank Connecticut Water

3 Eric Thornburg

Chairman, President & CEO,
Connecticut Water

"ACCESS TO RELIABLE AND SAFE WATER IS ESSENTIAL TO THE QUALITY OF

LIFE IN RURAL AMERICA."

For most water utilities, aging infrastructure is a huge, ongoing
challenge. Especially in the Northeast, it's not uncommon to
have pipes more than 75 years old pumping water to homes
and businesses. Keeping those water systems up to the highest

standards requires ongoing capital investment.

Connecticut Water knows that story all too well. The utility serves
about 300,000 people in 56 towns across Connecticut, and some
of the systems it owns date back to 1849. Since 2007, Connecticut
Water has replaced more than 62 miles of pipe with an average age

of 74 years.

CoBank first provided a line of credit to Connecticut Water in 2009,
and then provided financing in 2012 for the acquisition of water
systems in Maine serving 100,000 people in 21 towns. CoBank also
refinanced some of Connecticut Water's long-term debt and lends

directly to its two Maine water subsidiaries.

“We have more than 400,000 people in two states who rely
on us for dependable, clean water,” said Eric Thornburg, the

company's chairman, president and CEO.

“CoBank understands our business and what we're trying to do,"

“We're committed to making Connecticut Water a trusted brand and

providing the best possible service—and water—to the people we

serve. That means we need to invest in our infrastructure.”

In 2013, Hurricane Sandy impacted parts of the company's service
area, but dedicated staff worked around the clock to minimize
outages. As a result, only a few hundred customers lost service, and

it was for less than 24 hours.

“Access to reliable and safe water is essential to the quality of life

in rural America, so we're proud to be able to help companies such
as Connecticut Water better serve their customers,” said Paul
Narduzzo, senior vice president of CoBank's Electric Distribution

and Water Services Banking Division.

Thornburg said. “That is so important to us.. nderstand .
we're building for the future.”

¥,
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Ted Otis 2 Lennie Blakeslee
Chief Financial Officer, Relationship Manager,
Blackfoot CoBank

Bill Squires

Chief Executive Officer,

Blackfoot

W= Saish

BLACKFOOT
(._/-- Telecommunications Group

“IT'S ESSENTIAL FOR RESIDENTS AND BUSINESSES IN RURAL PARTS OF THE COUNTRY
TO NOT ONLY HAVE DEPENDABLE PHONE SERVICE, BUT ALSO ACCESS TO HIGH-SPEED

INTERNET AND OTHER IMPORTANT SERVICES.”

Over the past two years, Blackfoot Telecommunications Group
has grown and changed almost as quickly as the fast-paced
communications industry itself. Once simply a provider of
telephone service in rural Montana, Blackfoot now delivers
state-of-the-art communications services to more than

20,000 customers in eight counties in both Montana and Idaho.

The company, which traces its roots to the creation of Blackfoot
Telephone Cooperative in 1954, provides advanced communications
services to residential and commercial customers. In addition

to traditional voice and high-speed data, the company offers IT
services, data transport, web hosting and communications billing
software services. With more than 800 miles of fiber optic cable,
Blackfoot also owns western Montana's largest private Voice over

Internet Protocol network.

In 2013, with the help of a $40 million loan from CoBank, Blackfoot
acquired Fremont Telcom Co. and Fretel Communications, LLC,
formerly owned by FairPoint Communications, which provided

high-bandwidth data and voice services to business and residential

B

customers in eastern Idaho. Blackfoot also acquired FairPoint's
ownership interest in Syringa Networks, a fast-growing fiber-

transport company based in Boise.

“The acquisitions made good sense for our business and for our

customers,” said Bill Squires, Blackfoot's CEO. “We've been able to
add great talent to our team and that has redefined how we drive
innovation to bring products and services to market faster. We've
also been able to dramatically improve the way local businesses

connect and communicate.”

‘It also made sense to have CoBank as our financial partner,” Squires

said. "Since they're a cooperative, they understand our business

and our needs.”

“It's essential for residents and businesses in rural parts of the

country to not only have dependable phone service, but also access
to high-speed Internet and other important services,” said Rob
West, senior vice president of CoBank’s Communications Banking
Division. “If we can help a customer give their customers the tools
needed to compete in the 21st century, then we've done our job and

fulfilled our mission.”

R A N



wjlec

western farmers
electric cooperative

A Touchstone Energy” Cooperative ?QT

1 Ron Cunningham

2 Gary Roulet 3 Bill Fox

Chief Executive Officer, Managing Director,
Western Farmers Capital Markets,
Electric Cooperative CoBank

Vice President, Power Delivery,
Western Farmers
Electric Cooperative

4 Brock Taylor 5 Jane Lafferty

Regional Vice President, Chief Financial Officer,
Power, Energy & Utilities Division, Western Farmers
CoBank Electric Cooperative

"WFEC'S RELATIONSHIP WITH COBANK HAS ALLOWED US TO ACCELERATE OUR
PROJECTS AND TO EFFECTIVELY TAKE ADVANTAGE OF THE CURRENT LOW

INTEREST RATE ENVIRONMENT.”

Like many Oklahoma businesses, Western Farmers Electric
Cooperative has seen dramatic growth due to the region’s ongoing
oil boom. The generation and transmission cooperative serving

22 member distribution cooperatives in Oklahoma and New Mexico
has been in business for more than 70 years and has become

Oklahoma's largest locally owned power supply system.

WEFEC has been a CoBank customer for more than 40 years. In fact,

they were one of the first G&Ts to work with the Wichita Bank for

Cooperatives, one of CoBank's predecessor banks.

“We've grown up with CoBank,"” said WFEC Chief Executive
Officer Gary Roulet. “They know our market. They've dug deep to
understand the issues facing our industry and, most importantly,

they deliver the products and services that meet our needs.”

In 2011, WFEC significantly increased its business with CoBank
through the launch of its first syndicated line of credit, in which
CoBank was the lead arranger, sole bookrunner and administrative
agent. In 2012, CoBank provided a $60 million term loan with an
additional $40 million shelf feature that allowed WFEC to expedite
several critical projects, including upgrading miles of transmission

line and building several new substations.

“CoBank was able to meet our financing needs more quickly than

other lenders and their patronage program significantly reduced

our costs,” Roulet said.

In 2013, WFEC also took advantage of a new CoBank program
that allowed National Rural Electric Cooperative Association
members to finance prepayments to the organization’s retirement
plan to improve the financial position of the trust. In addition,
WFEC worked with CoBank to amend and restate its $200 million
syndicated line of credit in order to extend the maturity date out

five years.

According to Roulet, “WFEC's relationship with CoBank has allowed
us to accelerate our projects and to effectively take advantage of
the current low interest rate environment. At the end of the day,

it's nice to do business with a fellow co-op.”

“We appreciate and value the trust and confidence that

Western Farmers has placed in CoBank and the Farm Credit
System to meet a multitude of their financing needs over the
decades,” said Todd Telesz, senior vice president with CoBank's
Power, Energy & Utilities Banking Division. “This is a partnership

that works."
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A QUARTER CENTURY AT COBANK

The year 1989 is remembered for many events around the world—
the end of the Reagan presidency in the U.S., the fall of the Berlin
Wall, the Tiananman Square protests in China, a junk bond scandal

on Wall Street.

In the history of the Farm Credit System, it was a critical year as
well. In January 1989, CoBank was formed through a merger of
10 regional banks serving small and medium-sized rural cooperatives
across the country and the National Bank for Cooperatives, based
in Denver and focused on serving large regional and national

cooperative accounts.

TIMELINE

THE FARM CREDIT ACT CREATES
1 Haa 13 BANKS FOR COOPERATIVES
TO SERVE AGRICULTURAL CO-0PS
THROUGHOUT THE COUNTRY.

1971 Farm Credit Act broadens
lending authority of the Banks
for Cooperatives to include rural
electric cooperatives and rural
communications service providers.

ORIGINAL

CoBank Board of Directors

22 CoBank 2013
ANNUAL REPORT

Twenty-five years later, it's clear the 1989 merger that created
CoBank was the right decision for the bank’s customer-owners and
rural America. CoBank has grown steadily since then, and today
stands as one of the largest single providers of credit to the U.S.
rural economy. More importantly, it continues to fulfill its mission,
providing dependable credit and other financial services to its

customers regardless of conditions in the markets.

We look back on the past 25 years with pride, and forward to the

next 25 years of opportunity and success.

CoBank forms through mergerof 1989
10 regional Banks for Cooperatives with
the Denver-based National Bank
for Cooperatives.

CoBank merges with Farm Credit Bank of Springfield (Mass.) 1995
and the Springfield Bank for Cooperatives to form CoBank
ACB, the first-ever consolidation of a Farm Credit Bank and
a Bank for Cooperatives. The merger allows CoBank to serve
as the funding bank for Farm Credit associations doing
business in New England, New York and New Jersey.

CHIEF EXECUTIVES

1383-1333

W. Malcolm Harding

1334-2006

Douglas D. Simms



THEN & NOW

COBANK WCOBANK

® COOPERATIVE. CONNECTED. COMMITTED.
CoBank's original corporate logo CoBank's logo today
Washington-based Northwest 2002 2012 CoBank mergeswith U.S. AgBank.
Farm Credit Services formally affiliates CoBank becomes the funding bank for
with CoBank, significantly Farm Credit associations in the mid-plains,
expanding CoBank's wholesale southwest and western United States and
lending portfolio. adds approximately $20 billion to its

loan portfolio.

o000 o010 ltdl

N
1999 CoBank merges with 2004 CoBankincreases its ownership COBANK CELEBRATES ITS
St. Paul Bank for Cooperatives stake in Farm Credit Leasing ZU14 /25TH ANNIVERSARY
and acquires a majority interest in Services Corporation from
Farm Credit Leasing Services Corp. 82 percent to 100 percent.
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VALUE PROPOSITION

CoBank is a financially strong, DEPENDABLE, cooperative bank

that provides credit and financial solutions to rural America. We

are KNOWLEDGEABLE, responsive and committed to enhancing our

CAPACITY to deliver a superior customer experience and competitively priced

products, while maintaining the safety and soundness of the bank for future
generations. We consistently demonstrate our FOCUS on rural America, repeatedly
strive to be a trusted advisor for our customers and provide a consistent return on their

investment and OWNERSHIP in CoBank.

LOBANK 2073
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Management’s Discussion and Analysis

CoBank, ACB

Company Introduction

CoBank, ACB (CoBank or the Bank) is one of the four
banks of the Farm Credit System (System) and provides loans,
leases and other financial services to vital industries across
rural America. The System is a federally chartered network of
borrower-owned lending institutions composed of
cooperatives and related service organizations.

Cooperatives are organizations that are owned and
governed by the members who use the cooperative’s products
or services. The System was established in 1916 by the U.S.
Congress, and is a Government Sponsored Enterprise (GSE).

The following chart depicts the structure and ownership of the System.

Congressional Oversight

Congressional Agriculture Committees

Insurance / Regulation / Farm Credit System Insurance

Farm Credit Administration

The Farm Credit Council

Advocacy Corporation (Regulator)
Federal Farm Credit Banks Funding Corporation
Agent for Banks (Funding Corporation)
" CoBank, AgFirst, AgriBank, FCB of
System Banks ACB FCB FCB Texas
Cooperatives and Other Farm Credit

Borrower-Owners

Eligible Borrowers

Associations

*

*

Farmers, Ranchers, Rural Infrastructure Businesses, Rural Homeowners and
Other Eligible Borrowers

CoBank is federally chartered under the Farm Credit Act
of 1971, as amended (the Farm Credit Act), and is subject to
supervision, examination, and safety and soundness regulation
by an independent federal agency, the Farm Credit
Administration (FCA). We are a mission-based lender with
authority to make loans and provide related financial services
to eligible borrowers in the agribusiness and rural utility
industries, and to certain related entities, as defined by the
Farm Credit Act. We are not legally authorized to accept
deposits. We raise funds for our operations primarily by
issuing debt securities through the System’s agent, the Federal
Farm Credit Banks Funding Corporation (Funding
Corporation). Such securities are the joint and several
obligations of the four System banks.

We are cooperatively owned by our U.S. customers. Our
customers consist of agricultural cooperatives; rural energy,
communications and water companies; farmer-owned
financial institutions including Agricultural Credit
Associations and Federal Land Credit Associations
(Associations); and other businesses that serve rural America.
We are the primary funding source for certain Associations
serving specified geographic regions in the United States
(which are also regulated financial institutions and members
of the System). We collectively refer to these entities as our
affiliated Associations.

We provide a broad range of loans and other financial
services to vital industries through three operating segments:
Agribusiness, Strategic Relationships and Rural Infrastructure.

CoBank 2013 Annual Report
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The information and disclosures contained in this Annual
Report to Shareholders primarily relate to CoBank. System
annual and quarterly information statements and press releases
for the current fiscal year and the two preceding fiscal years,
as well as offering circulars relating to Federal Farm Credit
Banks Consolidated Systemwide bonds, medium term notes
and discount notes (collectively referred to as Systemwide
Debt Securities), are available for inspection at, or will be
furnished without charge upon request to, the Federal Farm
Credit Banks Funding Corporation, 10 Exchange Place, Suite
1401, Jersey City, New Jersey 07302; telephone (201) 200-
8000. These documents are also available online through the
Federal Farm Credit Banks Funding Corporation website at
www.farmcreditfunding.com. This website also provides a
link to each System bank’s website where financial and other
information of each bank can be found.

The Federal Agricultural Mortgage Corporation (Farmer
Mac) is a federally chartered corporation that was formed to
provide a secondary market for a variety of loans made to
borrowers in rural America. Although Farmer Mac is
examined and regulated by the FCA, it is an entirely separate
enterprise, and any reference to “the System” herein does not
include Farmer Mac. For more information on Farmer Mac
and its relationship with System entities, please see
“Relationship with the Federal Agricultural Mortgage
Corporation” on page 50.

Financial Condition and
Results of Operations

Overview

CoBank’s earnings grew to $856.5 million in 2013, a
$2.5 million increase compared to 2012 earnings. The slight
increase primarily resulted from the absence of a provision for
loan losses in 2013, as compared to a $70.0 million provision
for loan losses in 2012, and a 17 percent increase in the overall
level of noninterest income. These items were largely offset
by lower net interest income and an increase in Farm Credit
Insurance Fund (Insurance Fund) premiums. Net interest
income decreased 6 percent, primarily driven by lower levels
of higher-spread seasonal volume in our Agribusiness
operating segment and by the continued low interest rate
environment, which resulted in lower returns on invested
capital, our balance sheet positioning and investment
securities.

Our loans outstanding totaled $73.6 billion as of
December 31, 2013, compared to $72.0 billion at the end of
2012. Our average loan volume was $71.9 billion during
2013, compared to $70.3 billion in 2012. The increase in both
year-end and average loan volume primarily resulted from
growth in lending to Farm Credit Association customers in our
lower-spread Strategic Relationships operating segment and to
rural energy customers in our Rural Infrastructure operating
segment.

Overall loan quality measures improved in 2013.
Adversely classified loans and related accrued interest
decreased to 0.71 percent of total loans and related accrued
interest at December 31, 2013, compared to 1.01 percent at
December 31, 2012. Total nonaccrual loans decreased to
$147.8 million at December 31, 2013 from $170.2 million at
December 31, 2012. As a result of overall favorable credit
quality, we did not record a provision for loan losses in 2013.

Our financial position remains strong as of December 31,
2013, reflecting capital and liquidity levels well above
regulatory minimums. Our shareholders’ equity increased to
$6.7 billion at year-end 2013, compared to $6.4 billion at year-
end 2012. Our permanent capital and core surplus ratios were
16.72 percent and 10.82 percent, respectively, as of
December 31, 2013, compared to the regulatory minimum
requirements of 7.00 and 3.50 percent, respectively. As of
year-end 2013, we held $23.0 billion in investments and cash
as a liquidity reserve and our days liquidity was 181 days.

During 2013, we completed two preferred stock
transactions which lowered our overall cost of capital. In April
2013, we issued $200 million of Series G non-cumulative
perpetual preferred stock with a lifetime fixed dividend rate of
6.125 percent. In July 2013, we redeemed all of our
outstanding Series C non-cumulative perpetual preferred stock
totaling $200 million. The dividend rate for our Series C
preferred stock was 11.0 percent through the date of
redemption.

Merger with U.S. AgBank, FCB

U.S. AgBank, FCB (AgBank), which was also a System
bank, merged with and into CoBank effective January 1, 2012.
Upon the date of the merger, CoBank became the funding
bank for the Farm Credit Associations previously affiliated
with AgBank. The merger with AgBank diversified CoBank’s
loan portfolio and enhanced our capital base and overall
lending capacity.

Beginning in 2012, our financial position, results of
operations, cash flows and related metrics include the effects
of the merger with AgBank. Financial information prior to the
date of the merger has not been restated to reflect the impact
of the merger.

CoBank 2013 Annual Report
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A five-year summary of selected consolidated financial data is shown in the following table.

Five-Year Summary of Selected CoBank Consolidated Financial Data

($ in Thousands) 2013 2012 2011 2010 2009
Consolidated Statement of Income Data
Net Interest Income $ 1,163,433 1,238,170 1,071,027 950,845 945,963
Provision for Loan Losses - 70,000 58,000 60,000 80,000
Noninterest Income 132,085 113,321 117,936 98,559 84,961
Operating Expenses 280,094 263,883 228,270 216,210 219,231
Provision for Income Taxes 158,969 163,691 196,106 159,427 166,277
Net Income $ 856,455 853,917 706,587 613,767 565,416
Net Income Distributed
Patronage Distributions:
Common Stock $ 76,527 80,472 109,900 90,450 85,067
Cash 338,001 344,516 230,751 194,110 183,828
Total Patronage Distributions 414,528 424,988 340,651 284,560 268,895
Preferred Stock Dividends 62,980 72,065 63,799 63,799 60,955
Total Net Income Distributed $ 477,508 497,053 404,450 348,359 329,850
Consolidated Balance Sheet Data
Total Loans $ 73,603,375 71,980,458 46,285,142 49,992,338 44,174,464
Less: Allowance for Loan Losses 447,126 437,376 388,056 400,744 369,817
Net Loans 73,156,249 71,543,082 45,897,086 49,591,594 43,804,647
Investment Securities 21,688,489 17,999,191 12,995,458 12,616,696 11,808,207
Cash 1,335,024 1,253,509 2,771,842 1,922,586 923,083
Other Assets 1,464,630 1,681,976 1,625,829 1,695,014 1,624,765
Total Assets $ 97,644,392 92,477,758 63,290,215 65,825,890 58,160,702
Debt Obligations with Maturities < 1Year $ 35,653,930 27,796,639 22,019,899 22,271,349 16,593,682
Debt Obligations with Maturities > 1Year 53,708,507 56,715,165 35,084,587 38,052,964 36,317,632
Reserve for Unfunded Commitments 167,592 157,703 153,919 99,799 128,373
Other Liabilities 1,409,747 1,367,107 1,136,277 995,581 1,063,386
Total Liabilities 90,939,776 86,036,614 58,394,682 61,419,693 54,103,073
Preferred Stock 961,750 961,750 700,000 700,000 700,000
Common Stock 2,677,485 2,605,933 1,654,314 1,568,989 1,520,054
Unallocated Retained Earnings 3,103,926 2,729,031 2,439,531 2,137,394 1,871,986
Accumulated Other Comprehensive Income (LosS) (38,545) 144,430 101,688 (186) (34,411)
Total Shareholders' Equity 6,704,616 6,441,144 4,895,533 4,406,197 4,057,629
Total Liabilities and Shareholders' Equity $ 97,644,392 92,477,758 63,290,215 65,825,890 58,160,702
Key Financial Ratios
For the Year:
Return on Average Common Shareholders' Equity 1440 % 15.16 % 16.05 % 1531 % 1596 %
Return on Average Total Shareholders' Equity 13.15 14.03 15.02 14.30 14.65
Return on Average Assets 0.91 0.94 1.07 1.03 0.93
Net Interest Margin 1.26 141 1.69 1.66 1.66
Net Recoveries (Charge-offs) / Average Loans 0.03 (0.02) (0.03) (0.13) (0.15)
Patronage Distributions / Total Average Common Stock
Owned by Active Borrowers 17.53 18.41 22.65 19.77 19.68
At Year-end:
Debt / Total Shareholders' Equity (: 1) 13.56 13.36 11.93 13.94 13.33
Total Shareholders' Equity / Total Assets 6.87 % 6.97 % 774 % 6.69 % 6.98 %
Allowance for Credit Losses / Total Loans 0.84 0.83 1.17 1.00 1.13
Permanent Capital Ratio 16.72 16.14 16.37 14.30 15.29
Total Surplus Ratio 15.74 15.22 16.01 13.96 15.01
Core Surplus Ratio 10.82 10.06 10.02 8.42 8.77
Net Collateral Ratio 107.57 107.08 109.05 108.03 108.67

" Includes the allowance for loan losses and the reserve for unfunded commitments
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Net Interest Income

Interest income and interest expense for the major categories of interest-earning assets and interest-bearing liabilities are shown in

the following table.

Average Balances and Rates

Year Ended December 31, 2013 2012 2011
Interest Interest Interest
Average Average Income/ Average Average Income/ Average Average Income/
($ in Millions) Balance Rate Expense Balance Rate Expense Balance Rate Expense
Interest-earning Assets
Total Loans $ 71857 230 % $ 1,651 $ 70271 242 % $ 1,704 $ 50,199 302 % $ 1,518
Investment Securities 20,341 1.53 312 17,655 1.82 322 13,051 2.08 271
Total Interest-earning Assets $ 92,198 213 $ 1963 $ 87,926 230  $ 2,026 $ 63,250 283 $ 1,789
Interest-bearing Liabilities
Bonds and Notes $ 73303 1.02 % $ 750 $ 72,741 1.00 % $ 730 $ 50,942 128 % $ 651
Discount Notes 9,935 0.15 15 7,687 0.18 14 7,113 0.27 19
Subordinated Debt 905 4.09 37 995 452 45 1,000 4.40 44
Other Notes Payable 1,777 (0.12) * @) * 1,408 (0.07) * @+ 1,354 0.30 4
Total Interest-bearing Liabilities $ 85920 0.93 $ 800 $ 82831 0.95 $ 788 $ 60,409 119 $ 718
Interest Rate Spread 1.20 1.35 1.64
Impact of Equity Financing $ 6,627 0.06 $ 6218 0.06 $ 4705 0.05
Net Interest Margin and
Net Interest Income 126 % $ 1,163 141 % $ 1238 169 % $ 1071

* Average rate was favorably impacted by derivative-related fair value accretion resulting from merger accounting.

Changes in our interest income, interest expense and net interest income due to volume and rate variances for interest-earning
assets and interest-bearing liabilities are summarized in the table below.

Changes in Net Interest Income Due to Changes in Average Volume and Interest Rates*

2013

2012

Increase (Decrease) From

Increase (Decrease) From

($ in Millions) Previous Year Due To Previous Year Due To
Volume Yield/Rate Total | Volume Yield/Rate Total
Total Loans $ 56 $ (109) $ (53)] $ 544 $ (358) $ 186
Investment Securities 42 (52) (10) 94 (43) 51
Total Interest Income 98 (161) (63) 638 (401) 237
Total Interest Expense 46 (34) 12 265 (195) 70
Changes in Net Interest Income $ 52 $ (127) $ (75)] $ 373 $ (206) $ 167

* The change in interest income or expense not solely due to changes in volume or rate has been allocated in proportion to the absolute dollar amount of the change in volume and rate.

Net interest income decreased $74.7 million, or 6 percent,
to $1,163 million in 2013, compared to $1,238 million in
2012. The decrease in net interest income was primarily
driven by lower seasonal loan volume in our Agribusiness
operating segment and by the continued low interest rate
environment impacting returns on invested capital, our
balance sheet positioning and investment securities. Average
loan volume increased $1.6 billion, or 2 percent, in 2013.
However, the change in loan volume included a shift in mix
from higher-spread seasonal agribusiness loans to lower-
spread loans to Farm Credit Association, rural energy and
agricultural export finance customers. These lower-spread
loan portfolios generally have a lower risk profile.

Average investment securities increased to $20.3 billion
in 2013 from $17.7 billion in 2012. The increase in our
average investments primarily reflects better market
opportunities to purchase investment securities that meet our
risk/return profile.

Our overall net interest margin declined to 1.26 percent in
2013 from 1.41 percent in 2012, and interest rate spread
decreased to 1.20 percent in 2013 from 1.35 percent in 2012,
The decline in our net interest margin and spread included the
impact of lower returns on invested capital, our balance sheet
positioning and investment securities. Earnings on our
$6.6 billion of average 2013 shareholders’ equity continue to
be negatively impacted by the low market interest rates
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prevalent in recent years. To a lesser extent, the decline in net
interest margin and spread also resulted from lower spreads in
certain of our lending portfolios reflective of increased
competition for the business of our customers and the shift in
the mix of interest-earning assets, as described above.

Net interest income includes $83.3 million and
$90.0 million of net accretion of merger-related asset and
liability fair value adjustments for 2013 and 2012,
respectively. These amounts resulted from the application of
business combination accounting standards in connection with
our 2012 merger with AgBank. The amount of net accretion
income recognized is expected to decline significantly over
the next three years, and approximately three-quarters of such
income will likely be recognized by the end of 2016.

In 2012, our net interest income increased 15 percent to
$1,238 million, compared to $1,071 million in 2011. The
increase in net interest income primarily resulted from the
positive impact of the merger with AgBank, which increased
our loan volume by $20.2 billion and our investment securities
by $4.8 billion as of the January 1, 2012 merger date. Our
2012 net interest margin declined to 1.41 percent from
1.69 percent in 2011, and interest rate spread decreased to
1.35 percent in 2012 from 1.64 percent in 2011. These
decreases reflect the addition of the wholesale loans to Farm
Credit Associations acquired in the merger, as such loans
carry a lower spread than loans to retail customers.

Provision for Loan Losses and Allowance for Credit
Losses

The provision for loan losses reflects our expense
estimates for credit losses inherent in our loan and finance
lease portfolios, including unfunded commitments. The
allowance for loan losses covers the funded portion of our
loans outstanding, while the reserve for unfunded
commitments is held to cover losses on unfunded lending
commitments. The sum of the allowance for loan losses and
the reserve for unfunded commitments is referred to as the
allowance for credit losses. We base our allowance for
probable and estimable losses on the factors discussed in
“Critical Accounting Estimates — Allowance for Credit
Losses” on page 55. The tables on page 33 summarize the
activity in our allowance for credit losses, by operating
segment, for the past five years.

As a result of overall favorable credit quality, we did not
record a provision for loan losses in 2013. While there was no
provision for loan losses on a consolidated basis, we did
record a $6.0 million provision for loan losses in our Rural
Infrastructure operating segment due to growth in lending to
rural energy customers, which was offset by a reversal of
$6.0 million of the allowance for credit losses in our
Agribusiness operating segment due to improved credit
quality.

In 2012, our provision for loan losses totaled
$70.0 million and reflected specific credit challenges primarily
related to a small number of customers in our Rural
Infrastructure operating segment, further assessment of risk
associated with loan concentrations, and continued general
economic weakness.

Adversely classified loans and related accrued interest
decreased to 0.71 percent of total loans and related accrued
interest at December 31, 2013, compared to 1.01 percent at
December 31, 2012. The decrease in the level of adversely
classified loans and related accrued interest was primarily due
to improved credit quality within our Agribusiness operating
segment and the impact of the shift in mix within our overall
loan portfolio, as previously described.

Total nonaccrual loans decreased to $147.8 million
(0.20 percent of total loans) at December 31, 2013 from
$170.2 million (0.24 percent of total loans) at December 31,
2012 primarily due to repayments from a small number of
customers in our Agribusiness operating segment. We
recorded recoveries, net of charge-offs, of $19.6 million in
2013 compared to net charge-offs of $16.9 million in 2012.

In 2011, we recorded a $58.0 million provision for loan
losses related to higher levels of average commitments in our
Agribusiness operating segment, credit challenges facing a
limited number of customers in our Agribusiness and Rural
Infrastructure operating segments, and weakness in the general
economy. Net charge-offs were $16.6 million in 2011, and
nonaccrual loans were $134.9 million at December 31, 2011,
or 0.29 percent of total loans.

Our allowance for credit losses was $614.7 million at
December 31, 2013, compared to $595.1 million and
$542.0 million as of December 31, 2012 and 2011,
respectively. The allowance for credit losses represented
0.84 percent of total loans as of the end of 2013, compared to
0.83 percent and 1.17 percent of total loans at December 31,
2012 and 2011, respectively. At December 31, 2013, our
allowance for credit losses represented 1.85 percent of non-
guaranteed loans excluding loans to Associations, compared to
1.87 percent at December 31, 2012.

Refer to “Corporate Risk Profile — Credit Risk
Management” beginning on page 36 for further information on
nonperforming loans, charge-offs, loan quality trends and the
factors considered in determining the levels of our provision
for loan losses and overall allowance for credit losses.

Noninterest Income

The following table details our noninterest income for
each of the last three years.

Noninterest Income ($ in Thousands)

Year Ended December 31, 2013 2012 2011
Net Fee Income $ 118,737 $ 116,801 $ 117,741
Prepayment Income 78,217 49,379 24,691
Losses on Early

Extinguishment of Debt (96,839) (86,718) (50,421)
Loss on Tender Offer for

Subordinated Debt - (28,460)
Other-Than-Temporary

Impairment Losses, Net (2,500) (17,000) (10,000)
Other, Net 34,470 79,319 35,925

Total Noninterest Income $ 132,085 $ 113,321 $ 117,936
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Noninterest income is primarily composed of fee income,
loan prepayment income and miscellaneous gains and losses,
offset by losses on early extinguishment of debt (including
subordinated debt in 2012) and impairment losses on
investment securities.

Total noninterest income increased in 2013 to
$132.1 million, or by 17 percent, from $113.3 million in 2012.
The increase primarily resulted from a lower level of losses on
early extinguishment of debt, net of prepayment fees, and a
decline in the level of other-than-temporary impairment losses
on investment securities. The increase in net noninterest
income also included the impact of a $28.5 million loss on a
tender offer for subordinated debt in 2012. Noninterest income
in 2012 included $44.6 million in refunds from the Insurance
Corporation related to the Insurance Fund. There were no
Insurance Fund premium refunds during 2013.

Our net fee income, which includes arrangement fees and
unused commitment fees, among others, increased modestly to
$118.7 million in 2013 compared to $116.8 million in 2012
primarily due to higher levels of arrangement fees and unused
commitment fees in our Agribusiness operating segment.

Prepayment income increased to $78.2 million in 2013
from $49.4 million in 2012 due to a higher level of customer
refinancing activity, as customers continued to take advantage
of the low interest rate environment to refinance their loans.
We extinguish debt to offset the current and prospective
impact of prepayments in our loan and investment portfolios
and to maintain a desired mix of interest-earning assets and
interest-bearing liabilities. During 2013, we extinguished
$797.1 million of Systemwide Debt Securities compared to
$371.5 million in 2012. Losses on early extinguishment of
Systemwide Debt Securities were $96.8 million in 2013
compared to $86.7 million in 2012. Debt extinguishment
losses in excess of prepayment income reflect debt
extinguishments to better position our balance sheet in the low
interest rate environment and reduce our future interest
expense.

In December 2012, we purchased $95.3 million of our
7.875 percent fixed rate Series 2008A subordinated notes
through a cash tender offer. This transaction, which also
reduced future interest expense, resulted in a $28.5 million
loss in 2012.

We recorded $2.5 million of other-than-temporary
impairment losses on investment securities in 2013 compared
to $17.0 million in 2012. The impairments in 2013 and 2012
resulted from credit quality deterioration of certain residential
mortgage- and asset-backed securities. The 2012 impairments
also reflect changes to assumptions in our credit loss models
to better reflect expected cash flows related to certain
residential mortgage- and asset-backed securities. A portion of
the securities impaired in 2013 and 2012 were non-agency
residential mortgage-backed investment securities and were
among those identified as credit-impaired investment
securities acquired as part of the AgBank merger (discussed
further in Note 3 to the accompanying consolidated financial
statements). The credit quality of our investment portfolio is
discussed in “Liquidity and Capital Resources” beginning on
page 51.

Other net noninterest income in 2012 includes a
$44.6 million refund from the Insurance Corporation related to
the Insurance Fund. As described in Note 6 to the
accompanying consolidated financial statements, when the
Insurance Fund exceeds the statutory 2 percent Secure Base
Amount (SBA), the Insurance Corporation is required to
reduce premiums and may refund excess amounts. The
Insurance Fund ended 2011 above the SBA. In April 2012, the
Insurance Corporation approved the distribution of the excess
amounts and in May of 2012, such amounts were distributed
to the System banks.

Total noninterest income decreased by $4.6 million, or
4 percent, in 2012 from $117.9 million in 2011. The 2012
period included the $28.5 million loss related to the tender
offer to purchase a portion of our subordinated debt, greater
losses on early extinguishment of Systemwide Debt Securities,
net of prepayment income, of $11.6 million, and a
$7.0 million increase in other-than-temporary impairment
losses on investment securities. These items were largely
offset by the impact of the aforementioned 2012 refunds from
the Insurance Corporation.

Operating Expenses

The following table details our operating expenses for
each of the last three years.

Analysis of Operating Expenses ($ in Thousands)

Year Ended December 31, 2013 2012 2011
Employee Compensation $ 148,024 $ 145,999 $ 117,531
General and Administrative 21,517 32,228 24,446
Information Technology 27,020 22,227 18,846
Insurance Fund Premium 36,974 18,349 20,245
Travel and Entertainment 16,019 15,767 12,425
Farm Credit System Related 12,817 13,279 8,415
Occupancy and Equipment 8,330 9,012 7,404
Purchased Services 9,393 7,022 18,958
Total Operating Expenses $ 280,094 $ 263,883 $ 228,270
Total Operating Expenses/

(Net Interest Income +

Net Fee Income) 218 % 195 % 192 %
Operating Expenses, Excluding

Insurance Fund Premium/

(Net Interest Income +

Net Fee Income) 19.0 18.1 175

Total operating expenses increased 6 percent in 2013 to
$280.1 million, compared to $263.9 million for 2012 primarily
due to higher Insurance Fund premium expense driven by an
increase in the premium rate.

Employee compensation expense, which primarily
includes salaries, incentive compensation and employee
benefits, increased modestly to $148.0 million in 2013 from
$146.0 million in 2012 due to higher levels of salary expense
and certain severance-related benefits, partially offset by
lower levels of incentive compensation expense. As of
December 31, 2013, we had 843 employees, compared to 865
at December 31, 2012. The decline in staffing reflects an
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emphasis on maintaining efficient operations, particularly in
light of the weak economy and low interest rate environment.

General and administrative expenses decreased to
$21.5 million in 2013 from $32.2 million in 2012. The
decrease included the impact of a special $5.0 million
commitment the Bank made in 2012 to support land grant and
other agricultural universities around the country, consistent
with our mission to support institutions of importance to rural
America. In addition, the decrease in general and
administrative expenses reflected a lower level of
contributions to System service organizations to enhance their
technology platforms for the benefit of Association customers.

Information technology expense increased to
$27.0 million in 2013 from $22.2 million in 2012 as a result of
several initiatives, including integration efforts related to our
merger with AgBank, security upgrades and enhancements to
our customer service and risk management platforms.

Insurance Fund premium expense increased to
$37.0 million primarily due to an increase in premium rates,
which were 10 basis points of average outstanding adjusted
insured debt obligations for 2013, compared to five basis
points for 2012. The increase in Insurance Fund premium rates
resulted from growth in overall Farm Credit System assets in
2012 and the Insurance Corporation’s projections for growth
in 2013.

Our travel and entertainment expenses increased slightly
to $16.0 million in 2013 from $15.8 million in 2012, due to a
greater level of expenditures for customer-facing activities.

Farm Credit System related expenses were $12.8 million
in 2013 compared to $13.3 million in 2012. These expenses
include our share of costs to fund the operations of the FCA,
the Farm Credit Council (FCC), a national trade organization
that represents System entities, and the System’s reputation
management committee. Each System institution is assessed a
pro rata share of the FCA’s total expenses based primarily on
each institution’s average risk-adjusted assets. FCC costs are
generally allocated based on the number of directors that
represent each district (a System bank and its affiliated
Associations) and the level of bank assets. Costs related to the
System’s reputation risk management committee are primarily
allocated to each System bank based on each bank’s pro rata
share of average assets.

Occupancy and equipment expenses decreased to
$8.3 million in 2013 from $9.0 million in 2012 due to reduced
spending on maintenance and improvements.

Purchased services expense increased to $9.4 million in
2013 from $7.0 million in 2012, as the 2012 period included
credits for post-merger services provided to a System service
provider that did not recur in 2013.

Total operating expenses as a percent of net interest
income plus net fee income were 21.8 percent in 2013
compared to 19.5 percent in 2012 and 19.2 percent in 2011.
Excluding the impact of Insurance Fund premium expense,
operating expenses as a percent of net interest income plus net
fee income were 19.0 percent in 2013, compared to
18.1 percent in 2012 and 17.5 percent in 2011.

The $35.6 million increase in total operating expenses in
2012 from 2011 included a $28.5 million increase in employee
compensation expense, resulting from the addition of AgBank
employees as a part of the merger, other staffing increases and
the impact of changes in the design of certain elements of our
compensation program. General and administrative expenses
increased $7.8 million in 2012 compared to 2011 due to
increases in contributions to universities, charitable
organizations and organizations that advance the mission of
the System and industries we serve. Our information
technology, travel and entertainment, Farm Credit System
related and occupancy and equipment expenses all increased
in 2012 as compared to 2011 due to the merger. These items
were partially offset by lower Insurance Fund premium
expense, due to a decrease in the premium rate, and lower
purchased services expense. Purchased services expense in the
2011 period included $9.8 million of merger-related expenses
related to outside advisors and consultants who assisted with
transaction analysis and integration planning activities.

Provision for Income Taxes

Our provision for income taxes decreased to
$159.0 million in 2013 from $163.7 million in 2012, and our
effective tax rate decreased to 15.7 percent for 2013 from
16.1 percent for 2012. Our effective tax rates are less than the
applicable federal and state statutory income tax rates due to
tax-deductible patronage distributions. In addition, as more
fully discussed in Note 1 to the accompanying consolidated
financial statements, a portion of CoBank’s activities are
exempt from income taxes. These tax-exempt activities
primarily include lending to Farm Credit Associations. The
decrease in our effective tax rate in 2013 resulted primarily
from an increase in earnings in non-taxable business activities
in 2013.

Our effective tax rate decreased to 16.1 percent for 2012
compared to 21.7 percent for 2011, as the merger with
AgBank significantly increased the earnings in the tax-exempt
portion of our business beginning in 2012.
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Operating Segment Financial Review

We conduct lending operations through three operating
segments: Agribusiness, Strategic Relationships and Rural
Infrastructure. We hold investment securities primarily as a
liquidity reserve to support our core lending operations. Net
interest income on investment securities and gains or losses on
investment securities are allocated to all operating segments,
whereas the underlying investment assets are not allocated to
the operating segments.

In addition to the operating segments described below,
our Banking Services Group (BSG) provides capital markets
services, which support our lending divisions. BSG manages

In addition, we provide non-credit products and services
including cash management, online banking, and commercial
credit card and merchant card processing solutions. Revenues
generated by BSG and from non-credit products and services,
as well as all related operating expenses, are allocated to the
appropriate operating segments.

Net income by operating segment is summarized in the
accompanying table and is more fully disclosed in Note 15 to
the accompanying consolidated financial statements. The
following tables also provide period-end and average loan
amounts.

Net Income by Operating Segment ($ in Thousands)

syndications and loan sales with approximately 133 financial Year Ended December 31, 2013 2012 2011
institutions. In 2013, we syndicated or sold approximately Operating Segment;

$19.8 billion of loan commitments to System entities and Agribusiness $ 379630 § 400886 § 438,082
other financial |nst|_tut|ons to help megt cugtomt_ar;’ c_redlt Strategic Relationships 254,749 245,638 80,806
neegds and to ’effectlvely manage our rlsl_< Q|yer5|f|cat|on gnd Rural Infrastructure 229,632 208,199 104,418
capital. BSG’s Knowledge Exchange Division also provides Total Operating Segments 864 011 863723 713.306
the Bar)k_an(_j our customers industry spemflc resear_ch and Corporate/Other (7,556) (9,806) (6,719)
strategic insight to enhance understanding of emerging trends, Total $ 856455 § 853917 | § 706587
business opportunities, and risks. ' ’
Period-end Loan Portfolio by Operating Segment ($ in Millions)

December 31, 2013 2012 2011 2010 2009
Agribusiness $ 21,182 $ 21,394 $ 18,869 $ 22676 $ 17,469
Strategic Relationships 37,897 36,707 15,236 15,392 15,271
Rural Infrastructure 14,524 13,879 12,180 11,924 11,434
Total Loans $ 73,603 $ 71,980 $ 46,285 $ 49,992 $ 44,174
Average Loan Portfolio by Operating Segment ($ in Millions)

Year Ended December 31, 2013 2012 2011 2010 2009
Agribusiness $ 21,077 $ 22,209 $ 23104 $ 18,896 $ 18,229
Strategic Relationships 36,565 34,976 15,215 15,118 15,062
Rural Infrastructure 14,215 13,086 11,880 11,524 11,236
Total Average Loans $ 71857 $ 70271 $ 50,199 $ 45538 $ 44,527
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The following table presents activity in the allowance for credit losses by operating segment.

Analysis of the Allowance for Credit Losses ($ in Thousands)

2013 2012 2011 2010 2009

Beginning of Year $ 595,079 $ 541,975 $ 500,543 $ 498,190 $ 483421
Charge-offs:

Agribusiness (1,622) (29,069) (10,559) (25,893) (36,958)

Strategic Relationships - - - - .

Rural Infrastructure (26) (1,556) (12,956) (50,502) (33,240)
Total Charge-offs (1,648) (30,625) (23,515) (76,395) (70,198)
Recoveries:

Agribusiness 20,199 11,022 6,527 4,234 4,850

Strategic Relationships - - - - .

Rural Infrastructure 1,088 2,707 420 14,514 117
Total Recoveries 21,287 13,729 6,947 18,748 4,967
Net Recoveries (Charge-offs) 19,639 (16,896) (16,568) (57,647) (65,231)
Provision (Reversal) Charged (Credited) to Earnings:

Agribusiness (6,000) 16,550 37,000 7,167 39,000

Strategic Relationships - - - - -

Rural Infrastructure 6,000 53,450 21,000 52,833 41,000
Total Provision Charged to Earnings 70,000 58,000 60,000 80,000
End of Year $ 614,718 $ 595,079 $ 541,975 $ 500,543 $ 498,190
Components:

Allowance for Loan Losses $ 447126 $ 437,376 $ 388,056 $ 400,744 $ 369,817

Reserve for Unfunded Commitments 167,592 157,703 153,919 99,799 128,373
Total Allowance for Credit Losses (ACL) $ 614,718 $ 595,079 $ 541,975 $ 500,543 $ 498,190
ACL/Total Loans 084 % 0.83 % 117 % 1.00 % 113 %
ACL/Non-guaranteed Loans (Excluding Loans to Associations) 1.85 1.87 1.92 1.60 1.98
ACL/Impaired Loans 413 345 402 299 154
ACL/Nonaccrual Loans 416 350 402 300 162
Net Recoveries (Charge-offs)/Average Loans 0.03 (0.02) (0.03) (0.13) (0.15)
Allowance for Credit Losses by Operating Segment ($ in Thousands)
December 31, 2013 2012 2011 2010 2009
Agribusiness $ 396,864 $ 384,287 $ 385784 $ 352,816 $ 367,308
Strategic Relationships - - - - -
Rural Infrastructure 217,854 210,792 156,191 147,727 130,882
Total Allowance for Credit Losses $ 614,718 $ 595,079 $ 541,975 $ 500,543 $ 498,190
Agribusiness customers, we purchase participations in agribusiness loans

from other System entities and financial institutions.

Overview A significant level of Agribusiness loan volume finances

The Agribusiness operating segment includes loans and
other financial services provided to cooperatives and other
businesses in various agricultural sectors such as grain
handling and marketing, farm supply, food processing, dairy,
livestock, fruits, nuts, vegetables, cotton, biofuels and forest
products. Primary products and services include term loans,
revolving lines of credit, trade finance, tax-exempt bond
issuances, capital markets services, and cash management and
investment products. To enhance portfolio diversification, and
to assist System partners in meeting the needs of their

seasonal grain inventories, through the use of lines of credit,
for grain cooperative customers. This seasonal volume is
affected by a number of factors, including grain volume,
commaodity prices, farmer selling patterns, transportation
availability, and the relationship between cash and futures
prices in the grain commodities markets. Agribusiness loan
volume generally reaches a seasonal low in late summer or
early fall. Harvest financing demands result in loan volume
increases beginning in the late fall of each year. Peak loan
volume typically occurs early in the year when our
cooperative customers pay producers’ deferred grain payables.
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Our Agribusiness customers face widely fluctuating
supplies in global markets, changing market demand and
increasing regulation. These trends are leading some of our
cooperative customers to consolidate and merge, enter into
joint ventures, or form alliances while developing new
markets. This consolidation trend has, in some cases, resulted
in larger individual and attributed credit commitments, which
is consistent with our mission. We meet our customers’
financing needs by maintaining appropriate credit exposure to
individual customers and partnering with System entities and
commercial banks in loan syndications and sales.

The Agribusiness segment includes our Agricultural
Export Finance Division, which provides trade finance to
support U.S. exporters for international trade of agricultural
products. Obligors consist primarily of financial institutions in
foreign countries (generally emerging markets) which support
our exporting customers in selling and shipping agricultural
products to international markets. In financing the export of
U.S. agricultural products, the Agricultural Export Finance
Division utilizes the U.S. government-sponsored export loan
guarantee General Sales Manager (GSM) program. As of
December 31, 2013, the Agricultural Export Finance Division
had $4.5 billion in loans outstanding, 58 percent of which
were guaranteed by the U.S. government under the GSM
program, compared to $4.6 billion in loans outstanding as of
December 31, 2012, 76 percent of which were guaranteed
under the GSM program. The shift in mix toward a higher
level of non-guaranteed volume reflects a decline in the
competitiveness of the GSM program coupled with our
strategy to support an increasing level of exports.

The Agribusiness segment also includes Farm Credit
Leasing Services Corporation (FCL), a wholly-owned
subsidiary which provides leases and lease-related products
and financial services to agribusinesses, agricultural
producers, Association partners, and rural infrastructure
companies. As of December 31, 2013, FCL had $2.3 billion in
leases outstanding compared to $2.1 billion in leases
outstanding as of December 31, 2012.

The Agribusiness operating segment loans outstanding
totaled $21.2 billion at December 31, 2013, compared to
$21.4 billion at December 31, 2012, inclusive of the
Agricultural Export Finance and FCL amounts described
above.

2013 Performance

Agribusiness average loan volume decreased 5 percent to
$21.1 billion in 2013 from $22.2 billion in 2012. The decline
in average loan volume reflected a decrease in seasonal
lending to farm supply and grain marketing cooperatives due
to lower grain inventory levels throughout most of 2013,
lower agricultural commodity prices and strong grain elevator
cash positions. The impact of lower seasonal lending was
somewhat offset by greater levels of lending to agricultural
export finance customers and large agribusiness and food
customers, as well as growth in our leasing portfolio.

The level of seasonal lending within our Agribusiness
operating segment can fluctuate significantly from period to
period and is impacted by numerous factors, including grain
commaodity prices. The following table shows five-year price

trends for certain grain commodities. Prices represent the
yearly high and low “nearby” futures price per bushel for corn,
soybeans and wheat. Nearby futures contracts represent those
contracts with the nearest settlement date.

Year Ended

December 31, 2013 2012 2011 2010 2009
Commodity

Corn:

High $ 741 $ 844 $ 800 $ 630 $ 450
Low 4.12 551 5.95 3.25 3.06
Soybeans:

High 16.13 17.89 14.56 13.84 12.67
Low 12.59 11.50 12.70 9.00 6.28
Wheat:

High 7.91 9.47 8.93 8.08 6.74
Low 6.00 5.90 5.80 4.26 4.40

Our Agribusiness segment generated $379.6 million in net
income for 2013, a 7 percent decrease from the $409.9 million
in net income for 2012. The decrease in earnings resulted
primarily from an $88.7 million decline in net interest income,
as a result of lower average seasonal loan volume, as
described above, and the continued low interest rate
environment impacting returns on invested capital, our
balance sheet positioning and investment securities. To a
lesser extent, the decrease in Agribusiness net interest income
resulted from lower overall spreads due to increased
competition in the banking industry for the business of our
customers and the impact of improved borrower credit quality
on pricing.

A $6.0 million reversal in the allowance for loan losses
was recorded in our Agribusiness operating segment in 2013,
while a $16.6 million provision for loan losses was recorded in
2012. The reversal in 2013 reflected improved credit quality
and the impact of loan recoveries. Nonaccrual loans decreased
to $53.2 million at December 31, 2013 from $70.5 million at
December 31, 2012 primarily due to repayments by a small
number of customers. Recoveries, net of charge-offs, were
$18.6 million in 2013 compared to $18.0 million in net
charge-offs for 2012. Charge-offs and recoveries in both
periods related to a limited number of customers and were not
reflective of any significant trend within the Agribusiness loan
portfolio.

Noninterest income in our Agribusiness segment
increased by $28.0 million in 2013 primarily due to an
increase in fee income resulting from greater arrangement fees
and unused commitment fees, and a lower level of losses on
early extinguishments of debt, including subordinated debt,
net of prepayment income. Operating expenses in our
Agribusiness segment increased by $9.7 million in 2013
primarily due to the increase in Insurance Fund premiums and
information technology expense, partially offset by the decline
in general and administrative expense. Income tax expense in
the Agribusiness operating segment decreased $17.5 million
primarily due to the decline in pretax earnings.
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Strategic Relationships

Overview

The Strategic Relationships operating segment includes
loans from the direct funding relationships we have with our
affiliated Association customer-owners and our funding
relationships with other System institutions. Our affiliates
include Associations operating in 23 states serving the
Northwest, West, Southwest, Rocky Mountains, Mid-Plains,
and Northeast regions of the United States. These strategic
partnerships allow the Bank and our affiliated Associations to
provide credit and non-credit services to a more diverse set of
customers. The Associations’ strong market presence and
local relationship management, combined with our
complementary product suite and lending capacity, provide
the Bank and our affiliated Associations a competitive
advantage in attracting and retaining customers. Developing
and maintaining strong relationships with Farm Credit
Associations and banks is an important strategic focus for the
entire Bank.

As of December 31, 2013, the Strategic Relationships
portfolio totaled $37.9 billion, including $34.0 billion in
wholesale loans to our affiliated Associations and $3.9 billion
of participations in wholesale loans made by other System
banks to certain of their affiliated Associations, $3.7 billion of
which were participations in loans made by the Farm Credit
Bank of Texas. As of December 31, 2012, the Strategic
Relationships portfolio totaled $36.7 billion.

The merger with AgBank resulted in a $19.5 billion
increase in Strategic Relationships loan volume as of
January 1, 2012, including $18.9 billion in loans outstanding
and $530.9 million in fair value adjustments recorded pursuant
to business combination accounting standards.

2013 Performance

Strategic Relationships average loan volume increased
5 percent to $36.6 billion in 2013 compared to $35.0 billion in
2012. The increase was primarily the result of growth in
lending to affiliated Associations driven by their increased
lending to agricultural producers and increased levels of
participation in loans originated within CoBank’s
Agribusiness and Rural Infrastructure operating segments. To
a lesser extent, increased Strategic Relationships volume also
resulted from an increase in our participation in wholesale
loans made by another System bank to certain of its affiliated
Associations.

Strategic Relationships net income increased to
$254.7 million for 2013, a 4 percent increase from
$245.6 million for 2012. The increase in earnings resulted
from an $11.7 million increase in net interest income due to
the growth in average loan volume.

Overall loan quality in our Strategic Relationships
portfolio continues to be strong. As a wholesale lender to
Associations, we benefit from the diversification of the
Association loan portfolios and a strong collateral position. In
addition, the earnings, capital and loan loss reserves of the
Associations provide a buffer from losses in their respective
loan portfolios. Lower spreads in the Strategic Relationships

operating segment are commensurate with the lower risk
profile and lower regulatory capital requirements. No
provisions for loan losses or allowance for credit losses have
been recorded related to any Association loan.

Strategic Relationships operating expenses increased to
$34.2 million in 2013 from $31.3 million in 2012 largely due
to increased Insurance Fund premiums on investment
securities allocated to Strategic Relationships. Strategic
Relationships has no income tax expense as the earnings on its
business activities are tax exempt.

Rural Infrastructure

Overview

The Rural Infrastructure operating segment includes loans
and other financial services provided to companies in the
power and energy, communications, and water and waste
water industries. Primary products and services include term
loans, revolving lines of credit, project financing, tax-exempt
bond issuances, capital markets services and cash management
and investment products.

Power industry customers include rural electric generation
and transmission cooperatives, electric distribution
cooperatives, renewable energy providers, independent power
producers, and investor-owned utilities. Loan demand from
power supply customers has been modest in recent years as a
result of continued weakness in the general economy and
regulatory uncertainty. Nonetheless, customers undertaking
infrastructure enhancements to meet long-term requirements
or to comply with environmental regulations continue to
demand debt capital. Growth in renewable energy projects
also contributes to loan demand from power supply customers.
Loan growth has also resulted from opportunities to refinance
borrowings from other lenders, particularly in the electric
distribution sector.

Communications industry customers include rural local
exchange carriers, wireless providers, data transport networks,
cable television systems and data centers. We focus on
communications companies that are positioned to provide a
range of services, including voice (both wireline and wireless),
broadband and video, to rural areas. Growth opportunities may
arise from merger and acquisition activity, as consolidation
often results from carriers seeking to improve operating
efficiencies and gain market share in this highly competitive
industry. Capital spending may provide additional growth
opportunities as wireline carriers enhance their networks with
fiber optics and wireless carriers continue to upgrade to fourth
generation (4G) data technology.

Water industry customers include rural water and waste
water companies. Capital expenditure growth in this industry
continues primarily as a result of the need to replace aging
infrastructure and to meet higher standards for water quality.
While government programs have traditionally provided
grants and financing, some private lending opportunities for
construction/interim financing have been created as a bridge to
government grants or loans. With the continuing need for
plant upgrades and expected limitations on the availability of
government funds, we expect private lending to this industry
to continue to grow.
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Rural Infrastructure loans outstanding totaled
$14.5 billion at December 31, 2013 compared to $13.9 billion
at December 31, 2012.

2013 Performance

Rural Infrastructure average loan volume increased
9 percent to $14.2 billion in 2013 compared to $13.1 billion in
2012. Growth in Rural Infrastructure average loan volume
resulted primarily from increased lending activity in the power
supply industry and further market penetration in the electric
distribution industry.

Rural Infrastructure net income increased 10 percent to
$229.6 million for 2013 from $208.2 million for 2012. The
increase in earnings primarily resulted from a $47.5 million
decrease in the provision for loan losses. Rural Infrastructure
recorded a $6.0 million provision for loan losses in 2013,
compared to a $53.5 million provision for loan losses in 2012.
The 2013 provision reflects increased exposure due to growth
in lending to rural energy customers, as described above. The
2012 provision primarily included reserves for credit
challenges impacting specific communications and rural
energy customers during that period.

Net interest income increased $2.9 million in 2013 as
compared to 2012, driven by the growth in average loan
volume described above, and was somewhat offset by the
impact of the continued low interest rate environment on
returns on invested capital, our balance sheet positioning and
investment securities, as well as lower lending spreads in
certain sectors resulting from increased competition in the
banking industry for the business of our customers.
Noninterest income decreased by $8.7 million primarily as a
result of Insurance Fund refunds received in 2012 and lower
arrangement fee income. A lower level of losses on early
extinguishment of debt, including subordinated debt, partially
offset these factors.

Overall credit quality in our Rural Infrastructure operating
segment remains strong. Nonaccrual loans in the Rural
Infrastructure segment decreased slightly to $94.6 million at
December 31, 2013 from $99.7 million at December 31, 2012.
Rural Infrastructure recorded net recoveries of $1.1 million in
2013 as compared to $1.2 million in 2012.

Rural Infrastructure operating expenses increased by
$7.0 million in 2013 due to the increases in Insurance Fund
premiums and information technology expense, partially offset
by the decline in general and administrative expense. Income
tax expense in the Rural Infrastructure operating segment
increased $13.3 million primarily due to the increase in pre-
tax earnings.

Corporate Risk Profile

Managing and optimizing risk are essential components
of successfully operating our Bank. Our primary risk
exposures are credit, interest rate, liquidity, operational and
reputation. Credit risk is the risk of not collecting the amounts
due on loans, investments or derivatives. Interest rate risk is
the potential reduction of net interest income and the market
value of equity as a result of changes in interest rates.
Liquidity risk is the potential inability to repay obligations or
fund borrowers on a timely basis. Operational risk is the risk
of loss resulting from inadequate or failed processes or
systems, breaches of internal controls or compliance
requirements, the risk of fraud, and other operational matters.
Reputation risk is the risk of loss arising from negative public
opinion.

Business segments and support units have the
responsibility of identifying, controlling and monitoring risks.
Our Risk Management Group provides oversight of the
Bank’s enterprise risk management through measurement and
control processes addressing the Bank’s primary risk
exposures. The following is a discussion of these risks, and
our approach to managing them.

Credit Risk Management

Credit risk exists in our lending, leasing, investing and
derivatives activities. Credit risk in these activities arises from
changes in a borrower’s or counterparty’s ability or
willingness to repay funds borrowed or to meet agreed-upon
obligations. Credit risk may be further impacted by changes in
collateral values, changes in the prevailing economic
environment, fraud, defaults on mortgages or other obligations
which collateralize mortgage- and asset-backed investment
securities, changes in the credit-worthiness of investment
obligors or counterparties who insure or guarantee certain
investment securities, and declines in the value of underlying
collateral securing investment securities, primarily residential
real estate.

We actively manage credit risk through a well-defined,
Board-approved loan portfolio strategy, a structured and
centralized credit approval process, a disciplined risk
management process, and a sound credit administration
program. We have established comprehensive credit
guidelines and procedures to ensure consistency and integrity
of information related to the credit risk in our loan, lease,
investment and derivatives portfolios.

Various groups and committees within CoBank, including
our Board of Directors, have a role in managing credit risk, as
described below. Our Board of Directors establishes overall
lending, investment, derivatives and reserve policies. It also
approves the portfolio strategy and reviews loan volume, loan
quality trends, significant high-concern or troubled loans, and
the credit quality of our investment and derivatives portfolios.

The CoBank Loan Committee (CLC), which is appointed
by the CEQ, and includes the President, Chief Banking
Officer, Chief Credit Officer and senior management of the
Credit Group and the lending groups, holds ultimate credit
authority as authorized by Board policy. The CLC delegates
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lending authorities to specific committees or groups of
individuals based on size of exposure and risk rating. The
CLC also approves certain limits for investment obligors and
derivative counterparties. It acts on individual credit actions or
administrative matters and approves exceptions to exposure
limits if conditions warrant.

The Credit Group is led by the Chief Credit Officer, who
reports to the President. The Credit Group manages the credit
approval process within concentration limits established for
the loan portfolio pursuant to Board policies. As part of the
credit approval process, it reviews assigned risk ratings for
accuracy and conformity with our established guidelines, and
approves limits with respect to investment obligors and
derivative counterparties. It also manages significant high-risk
or troubled loans.

The Risk Management Group is led by the Chief Risk
Officer, who reports to the CEO. The Risk Management group
includes the head of Internal Audit and the head of Asset
Review, both of whom have a direct reporting responsibility to
the Audit Committee of the Board of Directors. The Risk
Management Group oversees development of the loan
portfolio strategy, the analysis of the allowance for credit
losses and other risk-based modeling and metrics. It provides
independent reporting to the Board of Directors on the quality
of the Bank’s assets, the Bank’s system of internal controls,
and material findings of the Asset Review and Internal Audit
Divisions. In addition, the Risk Management Group provides
quarterly reporting on the Bank’s risk appetite and exposures,
as well as an annual risk assessment.

The Asset and Liability Committee (ALCO), which
includes the CEO, President, Chief Banking Officer, Chief
Operating Officer, Chief Financial Officer, Chief Risk Officer,
Chief Credit Officer and Treasurer, oversees, among other
things, credit risk within the investment portfolio. It also
reviews counterparty credit risk arising from derivative
transactions.

The Country Risk Committee (CRC) is appointed by the
CEOQ, and includes the President, Chief Banking Officer, Chief
Risk Officer and the Chief Credit Officer. It oversees the
methodologies for setting country risk grades and establishing
maximum country limits, as well as the approval of individual
country risk grades and limits.

Credit Risk Related to Loans

The key elements of our credit risk management related to
lending include our portfolio strategy, the credit approval
process, and the use of exposure and concentration limits, each
of which is explained below.

Portfolio Strateqy
The portfolio strategy provides overall guidance on

lending activities and strategies over a three year planning
horizon. The objectives of our portfolio strategy are to safely
fulfill our lending mission, ensure appropriate portfolio
diversification, and optimize returns based on risk and
profitability, all within established capital parameters. Our
lending mission includes supporting small, beginning and
young farmers; local food programs; rural community
development; and renewable energy projects. The portfolio
strategy helps ensure that CoBank is inclusive in its outreach

to all marketplace segments whether it be through lending,
investment or contribution activities.

As part of the annual business and financial planning
process, the Board of Directors reviews and approves the
Bank’s portfolio strategy. Management analyzes performance
with respect to the portfolio strategy quarterly and reports the
results to the Board of Directors.

Credit Approval
The most critical element in managing and controlling

risk in the extension of credit is the initial decision to make a
loan and the resulting structure and terms of the relationship
with the borrower.

We place significant emphasis on the evaluation and
understanding of a borrower’s business and management in
the initial credit analysis and the approval process. We
emphasize cash flow and repayment capacity as primary
sources for repayment of loans, including cash generated from
the sale of commodities as it relates to seasonal lending.
Collateral is normally considered a secondary source of
repayment. In circumstances where the credit decision places
substantial reliance on collateral to repay the loans,
independent appraisals may be used to assist in the collateral
valuation. Such appraisals are conducted in accordance with
FCA regulations and professional appraisal standards.

For wholesale lending within our Strategic Relationships
operating segment, the earnings, capital and loan loss reserves
of the Associations provide us a buffer from losses in their
respective loan portfolios. Loans to our affiliated Associations
are governed by a General Financing Agreement, as described
on page 103.

With the exception of certain small-dollar lease
transactions, no single individual is granted credit approval
authority within CoBank. All approvals or credit actions
require formal documentation.

Management assigns a risk rating to each borrower based
on two measurements: probability of default (PD) and loss
given default (LGD). The PD rating system uses a 14-point
scale of 1 (highest quality) to 14 (lowest quality). The PD
rating is primarily determined by the financial characteristics
of the borrower and reflects the probability of default driven
by several factors, including business risk, industry risk,
management capability and financial condition. The LGD
rating is intended to approximate the degree of potential loss
in the event the borrower defaults.

Exposure and Concentration Limits

We use exposure limits to manage risk and volatility in
the loan portfolio. Exposure to individual borrowers and
related entities is managed through a risk matrix that considers
the dollar exposure, type of exposure and risk rating of the
borrower. Individual borrower exposures are typically
established at the time of loan origination or renewal, with risk
ratings formally reviewed at least annually. The dollar
exposure, risk rating and type of credit extended further
determine the delegated level of authority required to approve
the credit. These individual borrower exposures are then
further subject to total portfolio limits on exposure to different
industries and/or countries. Exposure limits for different
industries are reviewed quarterly while exposure limits for
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different countries are reviewed annually. We allow for more
frequent evaluation when appropriate. Exceptions to these
exposure limits may be granted by the CLC or the CRC if
conditions warrant.

We also manage lending credit exposures and
concentrations by selling and purchasing loans. Our
capabilities in selling and purchasing loans will continue to be
critical to dynamically managing the portfolio, maintaining
market discipline, meeting our customers’ needs and fulfilling
our mission.

While we believe these standards, processes and tools are
appropriate to manage our credit risk, there is no assurance
that significant deterioration in loan quality will not occur,
which could reduce our future earnings.

We are limited to making loans and providing related
financial services to eligible borrowers in certain specified
industries, as mandated by the Farm Credit Act. As a result,
we have a concentration of loans to the agricultural and rural
infrastructure industries. The significant risk factors affecting
credit conditions in these industries within each of our
operating segments are described below.

Agribusiness
The relationship of demand for and supply of U.S.

agricultural products in a global marketplace can significantly
impact the volume, earnings and loan quality of our
Agribusiness portfolio.

Changes in the prices and supplies of agricultural
commodities can impact the profitability and loan quality of a
portion of our Agribusiness customers. Volatility in prices and
supplies of agricultural commaodities result from, among other
factors, seasonal and cyclical weather conditions; global
production levels; changes in the production levels of ethanol;
financial investment in the commodity futures markets by
non-agricultural interests; and changing export markets.
Market prices for food products also have a significant effect
on a number of customers within our Agribusiness portfolio.

Major international events, including military conflicts;
terrorism; political, geopolitical, currency and global
economic disruptions; and trade agreements can affect, among
other things, the price of commodities or products used or sold
by our borrowers or their access to markets. In addition,
biological or disease risk in human or livestock populations
can impact the supply of and demand for agricultural products.
Certain of our customers also have exposure to counterparties
in the commodities exchange markets.

U.S. agriculture has historically received financial support
from the U.S. government through direct payments, crop
insurance and other benefits. However, congressional efforts
to decrease the U.S. budget deficit will result in reduced
federal support for certain agricultural programs. The
Agricultural Act of 2014 (the Farm Bill), which established
the U.S. government’s agricultural, rural development and
nutrition policy for the next five years, was signed into law in

February 2014 and eliminated direct payments while
expanding certain forms of crop insurance. Although most of
our customers do not generally receive direct support from
federal programs, a significant reduction or elimination of
such support in future Farm Bills could have a negative impact
on the loan quality of certain borrowers, including
Associations, who derive a significant share of their earnings
from farmers and other producers who may be affected by
such a reduction. Other political, legislative and regulatory
activities may also impact the level or existence of certain
government programs that support agriculture.

Strategic Relationships

The risk factors previously discussed in the
“Agribusiness” section can also affect loan quality at
Associations; however, the impact of such factors on farmers
and other producers served by Associations may not be the
same as the impact on cooperatives and other customers
served by our Agribusiness operating segment. The loan
quality of our Strategic Relationships portfolio is enhanced by
our strong collateral position and the earnings, capital and loan
loss reserves of the Associations, which provide us a buffer
from losses in their respective loan portfolios.

Rural Infrastructure

Weakness in the general economy, and the rural economy
in particular, can reduce industrial and residential demand for
services and negatively affect customers in our Rural
Infrastructure portfolio.

Fluctuating weather conditions, energy efficiency
initiatives and protracted low levels of electricity demand can
adversely affect our customers in the energy industry. The
pace and degree of the restructuring of the electric energy
industry in the United States may also impact future loan
quality. Further, constraints on carbon emissions and other
environmental standards could adversely impact energy
customers.

The communications industry is affected by significant
competition. Regulatory, legislative and technological changes
may impact the future competitive position and markets for
the communications industry. These factors may place
downward pressure on the loan quality of certain sectors of the
communications industry. In addition, decreased cash flows
and the resultant impact on asset valuation, the inability to
successfully integrate merged or acquired companies, or the
lack of availability of debt and equity capital could adversely
affect certain communications customers.

The water industry faces high capital expenditure
requirements due to environmental regulation and aging
infrastructure. While per capita residential water usage is
declining due to conservation measures and increased use of
water efficient appliances, rates continue to rise. Heavy
reliance on user fees to build and maintain water infrastructure
could adversely affect certain water customers.
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Credit Quality Conditions and Measurements in Our Loan Portfolio

The following table presents loans and related accrued interest receivable classified by management pursuant to our regulator’s
Uniform Loan Classification System, as a percent of total loans and related accrued interest.

Loan Quality Ratios

December 31, 2013

December 31, 2012

Retail Total Wholesale Retail Total

Loans @ Bank Loans Loans @ Bank
Acceptable 96.77 % 98.43 % 100.00 % 95.73 % 97.91 %
Special Mention 1.76 0.86 - 2.20 1.08
Substandard 1.36 0.66 - 1.90 0.93
Doubtful 0.11 0.05 - 017 0.08
Loss - - - - - -
Total 100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

@ Represents loans in our Strategic Relationships operating segment
@ Represents loans in our Agribusiness and Rural Infrastructure operating segments

Our overall loan quality measures improved in 2013. The
total amount of adversely classified loans (“Substandard”,
“Doubtful” and “Loss” loans) and related accrued interest
decreased to 0.71 percent of total loans and related accrued

interest at December 31, 2013 compared to 1.01 percent at
December 31, 2012, primarily due to improved credit quality
within our Agribusiness operating segment.

Summary of High-Risk Assets ($ in Thousands)

December 31,

2013 2012 2011 2010 2009

Nonaccrual Loans $ 147,849 $ 170,207 $ 134,862 $ 166,973 $ 307,630
Accruing Loans 90 Days or More Past Due 972 2,513 114 681 15,235
Restructured Loans - - - - -
Total Impaired Loans 148,821 172,720 134,976 167,654 322,865
Other Property Owned 2,246 5 469 7,398 282
Total High-Risk Assets $ 151,067 $ 172,725 $ 135,445 $ 175,052 $ 323,147

Total nonaccrual loans were $147.8 million at
December 31, 2013 compared to $170.2 million at
December 31, 2012. The decrease from 2012 to 2013 was
primarily due to repayments from a small number of
agribusiness customers. Our nonaccrual loans are typically
composed of a relatively small number of customers, and as
such, the balances can fluctuate period to period based on a
similarly small number of transactions. Nonaccrual loans as a
percent of our total loan portfolio were 0.20 percent as of
December 31, 2013 compared to 0.24 percent at December 31,
2012. Over the past 10 years, nonaccrual loans have averaged
0.38 percent of the total loan portfolio.

Loan recoveries, net of charge-offs, totaled $19.6 million
in 2013 compared to net loan charge-offs of $16.9 million in
2012. Gross charge-offs in 2013 were $1.6 million compared
to $30.6 million in 2012, and were primarily associated with a
small number of Agribusiness customers in both periods.

Our allowance for credit losses totaled $614.7 million and
represented 0.84 percent of total outstanding loans as of the
end of 2013, compared to 0.83 percent at December 31, 2012.
At December 31, 2013, our allowance for credit losses
represented 1.85 percent of non-guaranteed loans outstanding,

excluding loans to Associations, compared to 1.87 percent at
December 31, 2012.

As part of our overall assessment of risk in the loan
portfolio and the allowance for credit losses as of
December 31, 2013, we have considered a wide variety of
factors, including volatile commaodity prices and supplies;
U.S. budget deficit actions that will place increasing pressure
on various tax incentives and subsidies, including those related
to renewable energy and agricultural commaodity programs; a
decline in the value of poorly-positioned power generation
assets as a result of uncertain environmental policy,
alternative energy sources, and weak industrial and
commercial demand for power; continuing technological and
business model changes related to the communications
industry; operational and documentation risks; biological and
disease risks and the attendant threats to livestock sectors; a
significant level of industry, individual borrower and
attributed concentration risk resulting from our defined
mission of service to rural America; and the imprecision
inherent in estimating losses within our loan portfolio.

See “Critical Accounting Estimates — Allowance for
Credit Losses” on page 55 for a more complete description of
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our process to determine the adequacy of our allowance for
credit losses.

Credit Risk Related to Investments and Derivatives

We minimize credit risk in our investment portfolio by
investing primarily in securities issued or guaranteed by the
U.S. government or one of its agencies. At year-end 2013,

43 percent of our $21.7 billion investment portfolio consisted
of securities that carry a full faith and credit guarantee of the
U.S. government. Such securities include mortgage-backed
securities (MBS) issued by the Government National
Mortgage Association, Export-Import Bank of the United
States securities and U.S. Treasury and other debt securities,
including loans backed by the Small Business Administration.
Approximately 53 percent of our investment portfolio
consisted of securities issued by government agencies that
carry the implicit backing of the U.S. government, including
MBS issued by the Federal National Mortgage Association
(Fannie Mae), the Federal Home Loan Mortgage Corporation
(Freddie Mac) and Farmer Mac.

The remaining 4 percent of our investment portfolio
represents investments in FHA/VA non-wrapped
“reperformer” MBS not further insured by Fannie Mae or
Freddie Mac, non-agency MBS, asset-backed securities (ABS)
and corporate bonds.

Certain of the investment securities acquired in the
merger with AgBank included FHA/VA wrapped and non-
wrapped “reperformer” MBS, which are investment securities
where residential mortgage loans serving as collateral were
cured after a default. The underlying loans supporting the
FHA/VA wrapped “reperformer” MBS are approximately
90 percent government guaranteed or insured, and are further
supported by guarantees from either Fannie Mae or Freddie
Mac. These investment securities are included within our U.S.
agency MBS portfolio. The underlying loans supporting the
FHA/VA non-wrapped reperformer MBS are also
approximately 90 percent government guaranteed or insured
but have no guarantees from Fannie Mae or Freddie Mac.

Credit risk in our investment portfolio primarily relates to
FHA/VA non-wrapped reperformer MBS, non-agency MBS
and ABS. The portfolio of FHA/VA non-wrapped reperformer
MBS carry unique credit risks, which stem from any potential
deficiencies in documentation or lack of compliance with
servicing requirements on underlying loans that could make
such loans ineligible for guarantees or insurance.

Credit risk in our investment portfolio could also arise
from the inability of guarantors and third-party providers of
other credit enhancements, such as bond insurers or Farmer
Mac, to meet their contractual obligations to us.

We recorded $2.5 million of other-than-temporary
impairment losses on investment securities in 2013, compared
to $17.0 million in 2012 and $10.0 million in 2011. The credit
quality of our investment portfolio as of December 31, 2013
and impairment losses on investment securities are more fully
discussed in “Liquidity and Capital Resources” beginning on
page 51.

Our counterparty credit risk arising from derivative
transactions is managed within credit methodologies and
limits approved by the CLC. Managing counterparty exposure

is more fully discussed in “Counterparty Exposure” on
page 45.

Interest Rate Risk Management

We are subject to interest rate risk, defined as the risk to
future earnings and long-term market value of equity due to
changes in interest rates. This risk primarily arises from our
equity positioning and differences in the timing between the
contractual maturities, repricing characteristics, and
prepayments of our assets and the liabilities funding these
assets. This risk can also arise from embedded caps in certain
of our investments and differences between the interest rate
indices used to price and fund our assets. Our asset/liability
management objective is to manage the mix of interest-
earning assets and interest-bearing liabilities to reduce interest
rate risk and stabilize our net interest income while optimizing
profitability and insulating shareholders’ equity from
significant adverse fluctuations in market interest rates. While
we actively manage our interest rate risk position within
policy limits approved by the Board of Directors using
strategies established by our ALCO, and within our risk
appetite, there can be no assurance that changes in interest
rates will not adversely impact our earnings and capital.

The following is a more detailed description of our
primary interest rate risks and strategies used to mitigate those
risks.

Equity Positioning Risk

Shareholders’ equity serves as an interest-free source of
funding for the balance sheet and thus requires that we make
decisions about the maturity mix of the assets funded by it.
Using equity to fund short-term assets results in increased
volatility of net interest income, whereas using equity to fund
long-term assets results in increased volatility in the market
value of our equity. During 2013, 2012 and 2011, we chose to
use this equity to fund intermediate-term assets (generally,
maturing equally over the next five years) to balance the risks
to net interest income and market value of equity.

Repricing Risk

Mismatches in interest rate repricing of assets and
liabilities arise from the interaction of customer business
needs, our investment portfolio and the mix of liabilities
funding these assets. In addition, we may also undertake
funding strategies designed to maximize earnings on our
asset/liability position in certain interest rate environments,
including using short-term liabilities to fund longer-term
assets. Any such strategies are managed within the established
sensitivity limits discussed beginning on page 43.

Exposure to changes in the level and direction of interest
rates is managed by adjusting the Bank’s mix of interest-
sensitive assets and liabilities through various strategies and
through the utilization of interest rate risk management
products, including interest rate swaps and other financial
instruments (derivatives). We do not use derivatives for
speculative or trading purposes. Refer to page 44 for
additional information related to derivatives.
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Prepayment/Extension Risk

Prepayment risk in our loan portfolio exists in loans that
are considered fully prepayable, which represents
approximately 21 percent of fixed-rate loans that can be
prepaid without a fee. Prepayment risk in this portfolio results
when intermediate and longer-term fixed interest rates fall and
prepayments increase as borrowers refinance to a lower rate.
Prepayments can adversely impact loan portfolio income to
the extent prepayments exceed the level of fixed-rate callable
debt in the portfolio. This funding can be called in lower-rate
environments, thus allowing liabilities to reprice to a lower
rate. Approximately 67 percent of our fully prepayable loan
portfolio is funded with callable debt, which lowers
prepayment risk.

The remaining 79 percent of fixed-rate loans contain, at a
minimum, make-whole prepayment penalties. These
provisions require a borrower to compensate us for the cost we
incur in retiring debt funding associated with loan
prepayments. This allows us to generally fund our loan assets
with debt of similar maturities to manage the risk of
prepayments in the loan portfolio.

Extension risk in the loan portfolio occurs when long-
term interest rates rise and prepayments decrease more than
expected causing the underlying loans to pay down at a slower
rate than initially expected. In this scenario, loan portfolio
income will be negatively impacted as additional higher-rate
term funding is required to continue to fund extended loans.

Prepayment risk in the investment portfolio results when
long-term interest rates fall and prepayments increase as
underlying borrowers refinance their mortgages to a lower
rate. Prepayments adversely affect investment portfolio
income in a falling interest rate environment because
investments are partially funded with non-callable debt and
any proceeds from prepaid investments will be reinvested at a
lower interest rate. Prepayment risk in our investment
portfolio is moderate based on the type and average life of
securities. Purchases of MBS are currently subject to a price
risk eligibility test based on a stressed interest rate
environment. The test is designed to manage our exposure to
prepayment risk at the time of investment purchase. In
addition, our fixed-rate MBS (other than hybrid adjustable-
rate mortgage securities), generally contain some embedded
prepayment protection in the form of PAC (planned
amortization class) bands. These PAC securities are structured
so that principal payments are expected to follow a
predetermined schedule as long as the prepayments of the
underlying collateral fall within a prescribed band. Over time,
these bands may erode resulting in an incremental increase in
prepayment risk within the investment portfolio.

We also fund a portion of our fixed-rate prepayable
investment portfolio with short-term liabilities and term fixed-
rate callable debt that provide a partial hedge against
investment prepayments in certain falling interest rate
scenarios. The rate we pay on these liabilities reprices
downward with a drop in short-term and intermediate-term
interest rates. In addition, we are able to retire the short-term

liabilities if prepayments increase on the funded assets
independent of movements in interest rates.

Extension risk in the investment portfolio occurs when
long-term interest rates rise and prepayments decrease more
than expected causing the underlying investment securities to
pay down at a slower rate than initially expected. In this
scenario, investment portfolio income will be negatively
impacted as additional higher-rate term funding is required to
continue to fund extended securities. Extension risk in the
investment portfolio is moderate based on the type and
average life of securities purchased. In the same way PAC
bands protect against prepayment risk, they also serve to limit
extension risk as the amortization of these securities is defined
as long as prepayments of the underlying collateral fall within
a prescribed band.

Cap Risk

Cap risk is embedded in the floating-rate MBS in our
investment portfolio and to a lesser extent floating-rate loans.
When short-term interest rates rise, the interest rate paid by the
floating-rate MBS or floating-rate loan may become capped
and limit the amount of income paid by the asset while
underlying funding costs are not capped. Exposure to cap risk
is managed by monitoring the concentration of strike levels in
our floating-rate MBS and floating-rate loans and related
interest rate shock sensitivities. We also purchase interest rate
caps and other derivatives to manage cap risk. In addition, we
have the ability to reduce cap risk by selling our floating-rate
investment securities.

Basis Risk

Basis risk arises due to the differences between the
interest rate indices used to price our assets and the indices
used to fund those assets. We manage our basis risk through
match funding, when possible, and using derivatives
(primarily interest rate swaps) and other funding strategies.
However, some basis risk will always exist as unanticipated
loan volume changes cause an excess or shortage of some
forms of funding.

Measurement and Monitoring of Interest Rate Risk

We utilize several key risk measurement and monitoring
tools to assist in the management of interest rate risk. These
include interest rate gap analysis, duration gap analysis,
sensitivity analysis of net interest income and market value of
equity, and net interest income forecasting, each of which is
described in further detail in the following pages.

Interest Rate Gap Analysis

The interest rate gap analysis shown in the following table
presents a comparison of interest-earning assets and interest-
bearing liabilities in defined repricing timeframes as of
December 31, 2013. The interest rate gap analysis is a static
indicator that does not reflect future changes in repricing
characteristics and may not necessarily indicate the sensitivity
of net interest income in a changing interest rate environment.
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Interest Rate Sensitivity Analysis at December 31, 2013 ($ in Millions)

Over One Over Six Over One Over Five
Month Months Year Years and
One Month  Through Six Through Through Not Rate
or Less Months One Year Five Years Sensitive Total
Interest-earning Assets:
Floating-rate Loans:
Adjustable-rate/Indexed-rate Loans 16,882 $ 2,424 $ 113 $ 106 $ 19,525
Administered-rate Loans 11,656 11,656
Fixed-rate Loans:
Fixed-rate Loans 7,309 5,115 2,048 9,141 9,669 33,282
Fixed-rate Loans, Prepayable @ 859 798 1,009 4,363 1,963 8,992
Nonaccrual Loans - - - - 148 148
Total Loans 36,706 8,337 3,170 13,610 11,780 73,603
Investment Securities 5,316 887 2,114 11,024 2,347 21,688
Total Interest-earning Assets © 42022 $ 9224 $ 5284 $ 24634 $ 14127 95,291
Interest-bearing Liabilities:
Callable Bonds and Notes 15 $ 30 $ 33 $ 3,237 $ 3,451 6,766
Noncallable Bonds and Notes 26,047 13,338 8,032 21,411 11,022 79,850
Bonds, Medium Term Notes and Discount Notes 26,062 13,368 8,065 24,648 14,473 86,616
Effect of Interest Rate Swaps, Forwards, Futures, etc. 13,200 (2,564) (1,875) (8,661) (100)
Cash Investment Services Payable and Other
Interest-bearing Liabilities 2,746 - - - - 2,746
Total Interest-bearing Liabilities 42,008 $ 10,804 $ 6,190 $ 15,987 $ 14373 89,362
Interest Rate Sensitivity Gap (Total Interest-earning Assets
less Total Interest-bearing Liabilities) 14 $ (1580) $ (906) $ 8,647 $ (246) 5,929
Cumulative Gap 14 $  (1566) $ (2472) $ 6175 $ 5929
Cumulative Gap/Total Interest-earning Assets 0.02 % (1.64) % (2.59) % 6.48 % 6.22 %

Y prepayment penalties apply that compensate CoBank for economic losses

)

@ Freely prepayable or only minimal prepayment penalties apply
® Does not include $1.3 billion in cash as of December 31, 2013
)

@ Includes subordinated debt
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The preceding table excludes $1.3 billion of cash as of
December 31, 2013. While cash is not considered an interest-
earning asset, we include our cash balance in the sensitivity
analysis discussed below, as we would invest such funds in
overnight or other highly-liquid investments if market rates
increased. Our interest rate sensitivity position at
December 31, 2013 may be characterized as neutral to net
interest income risk and slightly “liability sensitive” to market
value of equity risk. Our net interest income will generally be
favorably impacted in a stable or gradually rising interest rate
environment or when the slope of the yield curve is positive.
This position will be unfavorably impacted in a rapidly rising
short-term interest rate environment or when the slope of the
yield curve is less positive or negative. We maintain a neutral
to slightly liability-sensitive position in anticipation of stable
short-term rates and a positively-sloped yield curve over the
near term.

We continually monitor interest rates and have the ability
to reposition our balance sheet as a result of anticipated
interest rate changes. For example, if we expected a more
immediate and meaningful increase in short-term interest
rates, we could shift our position to an asset-sensitive position
in short order.

Duration Gap Analysis

The duration gap is the difference between the estimated
durations of assets and liabilities, which is calculated using an
asset/liability model. The duration gap summarizes the extent
to which estimated cash flows for assets and liabilities are
matched, on average, over time. A positive duration gap
means there is increased market value exposure to rising
interest rates over the long-term because it indicates that the
duration of our assets exceeds the duration of our liabilities. A
negative duration gap indicates increased exposure to
declining interest rates over the long-term because the

duration of our assets is less than the duration of our liabilities.

We apply the same interest rate process, prepayment models,
and volatility assumptions to generate the portfolio duration
gap that we use in our sensitivity analysis, which is discussed
below. The duration gap provides a relatively concise and
simple measure of the interest rate risk inherent in our balance
sheet, but it is not directly linked to expected future earnings
performance. Our aggregate positive duration gap was

1.3 months at December 31, 2013 and 2.6 months at
December 31, 2012.

Sensitivity Analysis

We use asset/liability models to evaluate the dynamics of
our balance sheet and to estimate earnings volatility under
different interest rate scenarios. Our analysis includes
calculating the impact of significant increases or decreases in
interest rates on net interest income, over a 12 month period,
and the estimated market value of equity. Our modeling
practices have been consistently applied in each of the three
years presented in this report.

Our analysis estimates the effect of immediate and
sustained parallel shifts in the yield curve (called “shocks”) of
100, 200 and 300 basis points. Pursuant to regulation and our

Board policy, when the three-month Treasury rate is below

4 percent, as it was for each of the periods presented, we
perform a shock equal to one-half the three-month Treasury
rate. This resulted in downward shocks of -4 basis points,

-3 basis points, and -1 basis point at December 31, 2013, 2012,
and 2011, respectively. Due to extremely low short-term
interest rates, these downward shock scenarios, while required
by policy, are not considered meaningful. When analyzing net
interest income at risk, we also estimate the effect of gradual
upward or downward changes in market rates (called “ramps”)
over a one year period of 100, 200 and 300 basis points, where
possible.

The following table summarizes the impact of interest rate
changes on net interest income and the market value of equity.
Market value of equity is the net present value of all future
cash flows discounted to a valuation date, using discounting
factors derived from observed market rates on the same
valuation date. In all cases, the underlying assumptions and
hedging strategies are held constant so that results are
comparable from scenario to scenario. However, actual results
would differ to the extent changes in strategy were undertaken
to mitigate the unfavorable impact of interest rate changes.

Net Interest Income at Risk

December 31, 2013 2012 2011
Scenario:
300 bp shock n/a n/a n/a
200 bp shock n/a n/a n/a
100 bp shock n/a n/a n/a
4 bp shock (0.1) % n/a n/a
3 bp shock n/a 0.1) % nla
- 1 bp shock n/a nla
+ 100 bp shock 0.3 0.6 -
+ 200 bp shock 0.1 0.7) (0.3) %
+ 300 bp shock (0.1) (2.0) (0.9)
300 bp ramp n/a n/a n/a
200 bp ramp n/a n/a nla
- 100 bp ramp nla n/a nla
+ 100 bp ramp 0.3 1.2 0.6
+ 200 bp ramp 0.2 15 1.3
+ 300 bp ramp - 14 1.9
Market Value of Equity at Risk
December 31, 2013 2012 2011
Scenario:
300 bp shock nla n/a nla
200 bp shock nla n/a nla
100 bp shock n/a n/a n/a
4 bp shock 01 % n/a n/a
3 bp shock n/a 03 % n/a
- 1 bp shock nla n/a -
+ 100 bp shock (3.0) .7 4.1) %
+ 200 bp shock (6.0) (10.0) (8.
+ 300 bp shock (9.0) (15.4) (13.
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Our net interest income is only slightly impacted in the
rising interest rate scenarios due to a well-matched interest
sensitive asset and liability balance sheet position over the
next 12 months. Our Board limits the amount of adverse
change to net interest income and market value of equity
under a 200 basis point rate shock. The limit for market value
of equity was 15 percent and the limit for net interest income
was 10 percent for all three years presented. At December 31,
2013, 2012 and 2011, we were within our policy limits as
detailed in the preceding table.

Forecasting
We update our asset/liability model monthly with

information on loans, investment securities, borrowings and
derivatives. This “current position” is the starting point for all
analysis. The current position data is then combined with base
case business plan assumptions and independent, third-party
economic forecasts to derive our estimates of future net
interest income. Generally, we set assumptions on pricing,
maturity characteristics and funding mix using trend analysis
of actual asset and liability data.

Net interest income forecasts are derived utilizing
different interest rate scenarios. As noted previously, we
obtain independent market interest rate projections when
preparing our forecasts. These interest rate projections are
designed around economic forecasts that are meant to estimate
the most likely path of interest rates for the planning horizon
and alternate views of a rapidly expanding economy, and a
dramatically slowing economy. In addition, we review
scenarios based on the market’s implied forward rates and
unchanged rates. We also review the impact on net interest
income of parallel and nonparallel shifts in the yield curve
over different time horizons.

Use of Derivatives

We use derivatives as an integral part of our interest rate
risk management activities. To achieve risk management
objectives and satisfy the financing needs of our borrowers,
we execute various derivative transactions with other financial
institutions. Derivatives (primarily interest rate swaps) are
used to manage liquidity and the interest rate risk arising from
maturity and repricing mismatches between assets and
liabilities. In addition, we execute foreign exchange spot and
forward contracts to manage currency risk on our relatively
nominal amount of loans denominated in foreign currencies.
The notional amounts of derivatives, weighted average interest
rates to be received and paid, and fair values at December 31,
2013, are shown in the following table. We also discuss
derivatives in Note 12 to the accompanying consolidated
financial statements.

Derivative Financial Instruments at
December 31, 2013 ($ in Millions)

Weighted  Weighted
Average Average
Notional Receive Pay Fair
Derivative Product Amount Rate Rate Value
Receive Fixed Swaps $ 15,733 227 % 018 % $ 492
Receive Fixed
Amortizing Swaps 1,931 2.57 0.23 26
Pay Fixed Swaps 2,387 0.22 1.58 (18)
Pay Fixed
Amortizing Swaps 1,931 0.23 221 2
Interest Rate Options 2,684 - - 29
Foreign Currency
Spots and Forwards 279 - - (1)
Total $ 24,945 1.90 % 051 % $ 530

The following section includes a summary of our
derivatives portfolio by strategy and further explanation of
each strategy.

Notional Amounts of Derivative
Financial Instruments by Strategy ($ in Millions)

December 31, 2013 2012 2011
Liquidity Management $ 10,800 $ 13,304 $ 14,364
Equity Positioning 2,545 2,489 2,903
Options Risk Management 2,423 2,880 1,850
Customer Transactions 8,945 7,445 6,193
Foreign Currency Risk

Management @ 232 243 243
Total $ 24,945 $ 26,361 $ 25,553

@ Excludes $261 million, $169 million and $149 million of interest rate options at
December 31, 2013, 2012 and 2011, respectively, which are classified as
customer transactions.

@ Excludes $47 million, $49 million and $56 million of foreign currency spot
and forward contracts at December 31, 2013, 2012 and 2011, respectively,
which are classified as customer transactions.

The total notional amount of our derivatives portfolio
decreased by $1.4 billion in 2013. The decrease is primarily
due to reduced usage of derivatives for purposes of managing
our liquidity. Over the past three years, market conditions
have allowed for better execution of term floating-rate debt
instead of issuing term fixed-rate debt and using interest rate
swaps to transform such debt to a floating rate. An increasing
level of customer derivative activity somewhat offset this
impact.
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Liquidity Management

Interest rate swaps are executed to improve liquidity,
primarily by effectively converting specific longer-term fixed-
rate bonds and notes into floating-rate debt indexed to LIBOR
or similar short-term rates. The fixed rate received on the swap
largely offsets the fixed rate paid on the associated debt
leaving a net floating rate payment on the swap. This allows
us to issue longer-term debt and still match fund the
predominantly short-term repricing nature of our interest-
sensitive asset portfolio. Liquidity risk management is
discussed further beginning on page 46.

Equity Positioning

We also use interest rate swaps to manage interest rate
risk as it relates to investment of our equity. If the cash flows
of loans and investments on the balance sheet do not create the
targeted maturity for the investment of our equity, we enter
into receive-fixed interest rate swaps to produce the desired
equity investment maturity profile.

Options Risk Management

In the course of managing risk in our investment
portfolio, and to a lesser extent our loan portfolio, we
periodically hedge cap risk embedded within our floating-rate
investments and loans by entering into derivative transactions.

Customer Transactions

Derivatives are offered to customers as a service to enable
them to modify or reduce their interest rate and foreign
exchange risk by transferring such risk to us. We substantially
offset this risk transference by concurrently entering into
offsetting agreements with counterparties.

Foreign Currency Risk Management

We enter into foreign exchange spot and forward
contracts to manage currency risk on our relatively nominal
amount of loans denominated in foreign currencies. Typically,
foreign currency contracts are purchased to fund the principal
cash flows of the loan and simultaneously sold to lock in the
principal and interest cash flows upon the repricing or
maturity date of the loan.

Counterparty Exposure

The use of derivative instruments exposes us to
counterparty credit risk. Credit risk associated with derivatives
is measured based on the replacement cost that would be
incurred should the counterparties with contracts in a net gain
position with respect to CoBank fail to perform. We minimize
this risk by diversifying our derivative positions among
various counterparties, using master netting agreements, and
requiring collateral with zero thresholds and daily posting to
support credit exposures with active counterparties. We
evaluate the creditworthiness of each counterparty,
establishing individual credit exposure limits, and deal
exclusively with derivative counterparties that have an
investment grade credit rating from a major credit rating
agency. In addition, we monitor counterparty credit default
swap spreads and other market-related information which may
indicate reduced creditworthiness of a counterparty. Credit
default swap spreads are taken into account in establishing
counterparty limits.

We measure counterparty credit risk daily based on the
current fair market values of our derivative positions.
Personnel who are independent of the derivative portfolio
management function monitor the derivative exposures against
approved limits. Exceptions to approved limits, along with a
plan detailing actions to address limit overages, are reported to
the CLC. Changes to the counterparty limits must be approved
by the CLC.

We also perform stress tests on the derivative portfolio
using asset/liability models to analyze the potential effects of
market rate changes on fair value, including extreme rate
changes. The forward interest rate curves used to project the
future expected cash flows for the derivative positions are
modeled under potential scenarios which increase and
decrease interest rates within a 99 percent confidence interval.
These extreme rate scenarios are then used to further evaluate
potential counterparty credit risk and to establish placement
limits.

Notwithstanding our credit evaluation process and the
maintenance of collateral agreements with our derivative
counterparties, the failure of a counterparty to perform on its
obligations could negatively impact our earnings.
Furthermore, although our credit evaluations consider the
possibility of default by a counterparty, our ultimate exposure
to default by a counterparty could be greater than expected.

The Dodd-Frank Wall Street Reform and Consumer
Protection Act (the Dodd-Frank Act) requires many derivative
transactions to be cleared through a central clearinghouse and
traded on regulated exchanges or other multi-lateral platforms.
As required under the Dodd-Frank Act, the Commodity
Futures Trading Commission considered and exempted
System institutions from certain of these new requirements. As
a result, CoBank currently transacts our derivatives directly
with counterparties and retains exposure to them, which we
mitigate as described above.

The following table details the notional amount of our
derivatives and related exposure to dealer counterparties
classified by their Standard & Poor’s Rating Services (S&P)
credit rating as of December 31, 2013.

Derivative Counterparty Exposure ($ in Millions)

AAA AA A Below A

Exposure to Counterparties

in Net Gain Position $ - $ 240 $ 323 §
Collateral Held - 238 318
Exposure, Net of Collateral $ - $ 2 $ 5 %
Total Notional Amount $ $ 9303 $ 11,180 $
Total Number of

Counterparties - 6 12

The notional amount of our derivatives and related
exposure to customer counterparties were $4.5 billion and
$89.6 million, respectively, at December 31, 2013 compared
to $3.7 billion and $189.0 million, respectively, at
December 31, 2012. The increase in the notional amount of
customer derivatives was driven by their increased usage of
derivatives to lock in fixed rates in the low interest rate
environment. Customer derivative agreements are secured
through our loan agreements.
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Liquidity Risk Management

We must continually raise funds to provide credit and
related services to customers, repay maturing debt obligations
and meet other obligations. Our primary sources of liquidity
are the ability to issue Systemwide Debt Securities and the use
of available cash. Additionally, if necessary, we could convert
high credit quality liquid investments to cash.

We monitor our liquidity position by assuming no ability
to issue debt and calculating the number of days into the future
we could meet maturing debt obligations by using available
cash and liquidating eligible investments. System banks are
required by regulation to maintain a minimum of 90 days of
liquidity (cash and readily marketable investments generally
discounted by 5 to 10 percent of market value) on a
continuous basis and to establish an incremental liquidity
reserve. As part of the merger with AgBank, we committed to
maintain a minimum of 130 days liquidity. Additionally, if
days liquidity were to fall below 150 for any five consecutive
day period through December 31, 2014, the Bank must notify
the FCA and submit to them a written plan to restore and
maintain the 150 days level. At December 31, 2013, our
liquidity was 181 days, compared to 204 days at December 31,
2012. During 2013, we averaged 194 days of liquidity
compared to an average of 190 days in 2012.

In April 2013, the FCA published a final rule designed to
strengthen liquidity risk management at System banks,
improve the quality of assets in their liquidity reserves, and
bolster the ability of the System banks to fund their
obligations and continue operations during times of economic,
financial, or market adversity. The new regulations require
each System bank to maintain a three-tiered liquidity reserve.
The first tier consists of a sufficient amount of cash and cash-
like instruments to cover each bank’s financial obligations for
15 days. The second and third tiers contain cash and highly
liquid instruments sufficient to cover each bank’s obligations
for the next 15 and subsequent 60 days, respectively. In
addition, the banks are required to establish an incremental
liquidity reserve comprised of cash and eligible investments,
which can be drawn upon during an emergency and which is
sufficient to cover each bank’s liquidity needs beyond 90
days. CoBank has established a minimum liquidity standard of
150 days, which is 60 days greater than the 90 days resulting
from the tier one through tier three regulatory standards. These
changes did not materially impact the Bank’s management of
liquidity as these new requirements did not differ significantly
from our existing liquidity management practices.

As a result of the System’s credit quality and standing in
the capital markets as a GSE, we have traditionally maintained
ready access to debt-funding, notwithstanding volatility in the
credit markets and negative credit rating actions by rating
agencies relative to the long-term U.S. sovereign credit rating
and the System’s long-term debt rating, as discussed in “Other
Risk Factors” beginning on page 48.

Our liquidity management objectives are to meet
maturing debt obligations, provide a reliable source of funding
to borrowers, provide additional liquidity if market conditions
deteriorate and fund operations on a cost-effective basis.
Approximately 60 percent of our interest-earning assets
mature or reprice in one year or less with 44 percent maturing

or repricing in one month or less. Match-funding these assets
from a maturity perspective would create an unacceptable
concentration of short-term liabilities. Instead, we manage this
risk by issuing longer-term debt and swapping this debt from a
fixed to floating rate using derivative transactions, as
previously described, or by issuing term floating-rate debt. By
so doing, we reduce the need to fund maturing liabilities on
any given business day to a more manageable level. While we
believe that sufficient resources are available to meet liquidity
management objectives through our debt maturity structure,
holdings of liquid assets and access to the capital markets via
the Funding Corporation, the volatility of our loan volume
causes our liquidity needs to vary significantly from day to
day.

The amounts and maturities of our debt obligations are set
forth in the table below.

Debt Maturities as of December 31, 2013 ($ in Millions)

Book Par
1 Day @ $ 2,746 $ 2,746
2-7 Days 53 53
8-30 Days 3,095 3,095
31-90 Days 6,821 6,819
91-180 Days 9,092 9,082
181-365 Days 13,846 13,813
1-5 Years 38,681 38,084
Over 5 Years 15,028 14,878
Total $ 89,362 $ 88570

@ Includes $424.6 million of cash collateral payable to derivative counterparties
that does not have a stated maturity date.

See Notes 6 and 16 to the accompanying consolidated
financial statements for information regarding interest rates
and maturities of Systemwide Debt Securities, and
contingencies.

Due to the often volatile funding needs of certain
customers, in particular Agribusiness customers impacted by
seasonal borrowing requirements and changing commodity
prices and supplies, we provide a significant amount of
revolving loan commitments. At December 31, 2013,
commitments to extend credit and commercial letters of credit
were $27.1 billion and $476.6 million, respectively. In
addition, we provide standby letters of credit, which guarantee
payment or performance of an obligation. As of December 31,
2013, the maximum potential amount of future payments that
we may be required to make under standby letters of credit
was $1.5 billion. Since many of these commitments may
expire without being drawn, the total commitments do not
necessarily represent future cash requirements. Our exposure
to many of these commitments is mitigated by borrowing base
requirements contained in loan agreements. See Note 11 to the
accompanying consolidated financial statements for a full
discussion of financial instruments with off-balance sheet risk.

Our liquidity plan covers certain contingencies in the
event our access to normal funding sources is disrupted. We
purchase only high credit quality investments to ensure our
investment portfolio is readily marketable and available to
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serve as a source of contingent funding. Our investment
portfolio may also be used as collateral to borrow funds to
cover maturing liabilities. Pursuant to FCA regulations, non-
agency MBS and ABS, which include our FHA/VA non-
wrapped reperformer MBS, that are no longer rated triple-A
by at least one major rating agency or whose market value is
less than 80 percent of book value must be excluded from our
liquidity reserve. As a result, as of December 31, 2013,
$757.0 million of securities were not included in our liquidity
reserve. Another $232.3 million of investment securities,
primarily representing Farmer Mac MBS, are not included in
our liquidity reserve as of December 31, 2013, pursuant to
regulation.

We have identified certain portions of our loan portfolio
that we believe could be sold or participated in the event our
access to normal funding mechanisms is disrupted. These
loans serve as an additional source of contingent funding. We
also maintain uncommitted lines of credit with various
financial institutions that could provide liquidity during
unanticipated short-term disruptions in funding. However, it is
uncertain whether we would be able to sell or participate loans
or fully utilize uncommitted lines of credit in the event of a
systemic funding disruption.

An additional source of liquidity is cash provided by our
operating activities (primarily generated from net interest
income in excess of operating expenses), which totaled
$903.1 million, $884.0 million and $952.7 million in 2013,
2012 and 2011, respectively.

The assets of the Insurance Fund would be used to repay
maturing Systemwide Debt Securities, to the extent available,
if no other sources existed to repay such debt. In September
2013, the Insurance Corporation entered into an agreement
with the Federal Financing Bank, a federal instrumentality
subject to the supervision and direction of the U.S. Treasury,
pursuant to which the Federal Financing Bank would advance
funds to the Insurance Corporation. Under its existing
statutory authority, the Insurance Corporation will use these
funds to provide assistance to the System banks in exigent
market circumstances which threaten the banks’ ability to pay
maturing debt obligations. The agreement provides for
advances of up to $10.0 billion and terminates on September
30, 2014, unless otherwise extended. Each funding obligation
of the Federal Financing Bank is subject to various terms and
conditions, including collateralization, and, as a result, there
can be no assurance that funding will be available when
needed by the System.

Operational Risk Management

Operational risk is inherent in all business activities and
the management of such risk is important to the achievement
of our objectives. Operational risk represents the risk of loss
resulting from conducting our operations, including the
execution of unauthorized transactions by employees; errors
relating to loan documentation, transaction processing and
technology; the inability to perfect liens on collateral;
breaches of internal control and information systems; and the
risk of fraud by employees or persons outside the Bank. This
risk of loss also includes potential legal actions that could
arise as a result of operational deficiencies, noncompliance

with regulatory standards, employee misconduct or adverse
business decisions. In the event of a breakdown in the internal
control system, improper access to or operation of systems or
improper employee actions, the Bank could incur financial
loss or face regulatory action.

We utilize a risk management framework, business
policies and processes, and employee training and disclosures
to manage operational risk. Under this framework, business
segments and support units have direct and primary
responsibility and accountability for identifying, controlling
and monitoring operational risk. Managers maintain controls
with the objective of providing proper transaction
authorization and execution, proper system operations,
safeguarding of assets from misuse or theft, fraud monitoring
and ensuring the reliability of financial and other data.
Employees receive regular training on business ethics, fraud
identification and prevention, compliance with laws and
regulations, and information security. Employees are also
subject to standards of conduct requirements in the
performance of their job responsibilities, including the
periodic disclosure of potential conflicts of interest. We also
mitigate operational risk through the use of insurance
coverages.

Information security risk at financial institutions has
increased in recent years as a result of the proliferation of new
technologies and the increased activities of organized crime,
hackers and other external parties. CoBank and its customers,
like many other financial institutions and their customers, have
been the target of cyber-attacks aimed at committing fraud.
Cybersecurity and the continued development and
enhancement of our controls, processes and systems to protect
our information systems and data remain a priority for
CoBank. To date we have not experienced any material losses
relating to cyber-attacks. Although we believe we have robust
information security procedures and controls, our information
systems, as well as those our customers use to access our
services, may become the target of further cyber-attacks,
which could result in material losses. Our risk and exposure to
cyber-attacks remain heightened, in part due to the evolving
nature of such attacks.

Business continuity and disaster recovery planning are
important to effectively manage our operational risks. Each
critical business unit, as well as our Information Technology
Division, is required to develop, maintain and test such plans
at least annually to ensure that continuity and recovery
activities, if needed, could sustain critical functions including
systems and information supporting customers and business
operations. While we believe that we have designed effective
business continuity policies and procedures, there is no
absolute assurance that business disruption or operational
losses would not occur in the event of a disaster.

Our Risk Management Group is responsible for
coordinating the completion of ongoing risk assessments and
ensuring that operational risk management is integrated into
business decision-making activities. In addition, this group, in
coordination with the Audit Committee of the Board of
Directors, determines the scope and level of review performed
by the internal audit and asset review functions. Our internal
audit function validates the system of internal controls through
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risk-based, regular and ongoing audit procedures, and reports
on the effectiveness of internal controls to executive
management and the Audit Committee of the Board of
Directors. In addition, the CEO reports annually to the Audit
Committee of the Board of Directors on the current state of the
Bank’s risks and controls. The asset review function validates
the credit administration and documentation of individual
assets held by the Bank.

To enhance our governance and internal controls, we
apply policies and procedures that mirror the material
provisions of the Sarbanes-Oxley Act of 2002, including
section 404, Management Assessment of Internal Controls
Over Financial Reporting.

Reputation Risk Management

Reputation risk is the risk to earnings, capital, and
mission fulfillment arising from the loss of confidence, trust
and esteem among customers, investors, partners,
policymakers, shareholders, other key stakeholders, and the
public at large. Like all businesses, the Bank is subject to a
wide variety of reputation risks both within and outside its
control, including credit difficulties with individual customers
or industries, business disputes, lawsuits, credit market
disruptions, regulatory events and public allegations of
misconduct against employees. As a member of the System,
the Bank could be indirectly impacted by events that damage
the reputation of another System entity. Competitors could
engage in public criticism of the Bank and the System in an
attempt to limit our market activities and lending authorities.

The Board of Directors and management regard the
Bank’s reputation as a critical asset and have implemented a
number of policies, procedures and programs to ensure it is
well protected. The controls and processes surrounding credit
risk, interest rate risk, liquidity risk and operational risk also
mitigate reputation risk by lowering the likelihood of
significant problems in each of those areas. In addition, the
Bank has a formal crisis communications plan in place in
order to help it manage communications with stakeholders if
an unplanned, reputation-impacting event occurs. The Bank
also has a variety of initiatives in place to ensure that
customer-owners are communicated with openly and have
access to the information they need to accurately evaluate the
Bank’s overall business and financial performance.
Furthermore, customers, Farm Credit partners and others have
regular access to members of the Board of Directors and
management through numerous meetings and events held by
the Bank throughout the year.

We place considerable emphasis on ethical behavior and
ensure that our directors and employees receive regular
training related to business ethics, fraud identification and
prevention, compliance with laws and regulations, and
information security. In addition, as discussed on page 148
each year all employees certify their compliance with our
Associate Responsibilities and Conduct Policy. Senior officers
and other senior professionals with financial reporting or
critical decision making responsibilities also annually certify
compliance with the Bank’s code of ethics. Finally, the Bank
actively supports and participates in the System’s reputation

management committee, which consists of representatives
from Farm Credit banks and Associations.

Other Risk Factors

Joint and Several Liability for the Debt of the
Farm Credit System

Farm Credit System banks and Associations are not
authorized to accept deposits and therefore cannot use deposits
as a funding source. Instead, banks raise funds for their
operations primarily through Systemwide Debt Securities
issued on the banks’ behalf by the Funding Corporation.
Systemwide Debt Securities are the joint and several liabilities
of the System banks and are not obligations of, nor are they
guaranteed by, the U.S. government or any agency or
instrumentality thereof, other than the System banks. Under
the Farm Credit Act, each System bank is primarily liable for
the portion of the Systemwide Debt Securities issued on its
behalf. At December 31, 2013, we were primarily liable for
$85.7 billion of Systemwide Debt Securities. Additionally,
each System bank is contingently liable for Systemwide Debt
Securities of the other System banks. At December 31, 2013,
the total aggregate principal amount of the outstanding
Systemwide Debt Securities was $207.5 billion.

Although the System banks have established mutual
covenants and measures, which are monitored on a quarterly
basis, there is no assurance that these would be sufficient to
protect a System bank from liability should another System
bank default and the Insurance Fund be insufficient to cure the
default. See Note 6 to the accompanying consolidated
financial statements for a more complete description of the
interbank agreements among the System banks.

The Insurance Fund, which totaled $3.5 billion as of
December 31, 2013, is available from the Insurance
Corporation to ensure the timely payment by each System
bank of its primary obligations on Systemwide Debt Securities
and can also be used by the Insurance Corporation for its
operating expenses and for other mandatory and permissive
purposes. Under the Farm Credit Act, before joint and several
liability can be invoked, available amounts in the Insurance
Fund would first be exhausted. There is no assurance,
however, that the Insurance Fund would have sufficient
resources to fund a System bank’s defaulted obligations. If the
Insurance Fund was insufficient, then the remaining System
banks would be required to pay the default amount in
proportion to their respective available collateral positions.
Available collateral approximates the amount of total
shareholders’ equity of the System banks.

To the extent we must fund our allocated portion of
another System bank’s portion of the Systemwide Debt
Securities due to a default, our earnings and total
shareholders’ equity would be reduced, possibly materially.
The Insurance Corporation does not insure any payments on
our subordinated debt, preferred stock or common stock. See
Note 6 to the accompanying consolidated financial statements
for more information about the Insurance Fund.
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Reforms Impacting Government Sponsored Enterprises or
Tax-Exempt Business Activities Could Have an Adverse
Impact on our Cost Structure

The System is a GSE and, as a member of the System,
CoBank benefits from ready access to debt funding and
favorable debt-funding costs. Our individual credit ratings are
also positively impacted by the GSE status of the System. In
addition, as provided in our charter, portions of our business
activities, including lending to Associations, are exempt from
many forms of taxation, including federal income taxes.

As a direct result of the financial difficulties experienced
by the housing-related GSEs, with both Fannie Mae and
Freddie Mac having been placed into conservativeship by the
U.S. government, GSE status has been and will continue to be
a topic of debate and concern to various stakeholders,
including the public and Congress. Congressional
deliberations over structural reform related to the housing-
related GSEs began in 2011 and are likely to continue for a
number of years. The Farm Credit System has not been the
subject of this specific congressional scrutiny, nor is it subject
to the jurisdiction of the same congressional committees as the
housing-related GSEs. However, we believe there is at least
some risk that further efforts to regulate GSEs could impact
the System’s status or erode some of the GSE-related benefits
that it currently enjoys, including favorable funding costs and
funding flexibility.

The current debate on federal income tax reform could
ultimately lead to the elimination of the tax-exempt status of
certain of our business activities, which would increase the
amount of income tax we are required to pay.

Our Funding Costs Could Be Negatively Impacted by
Downgrades of the Long-Term U.S. Sovereign Credit
Rating and the System’s Long-Term Debt Rating

As a member of the System, we have historically
benefited from the favorable funding costs and funding
flexibility associated with the debt securities issued through
the Funding Corporation. The credit ratings of GSEs,
including the System, are influenced by the sovereign credit
rating of the United States. In 2011, S&P downgraded the
long-term sovereign credit rating of the United States from
AAA to AA+. As aresult, S&P also lowered its long-term
debt rating of the System from AAA to AA+. The ratings of
individual System banks rated by S&P, including CoBank,
were not affected. Both Moody’s and Fitch currently maintain
the triple-A ratings for U.S. government and agency securities.
To date we have continued to access the funding necessary to
support our lending and business operations. However, the
risk of downgrades by S&P, Moody’s, and Fitch is heightened
given the current debate around U.S. government deficits and
the debt ceiling. Any future downgrades could negatively
impact funding costs, earnings and funding flexibility for
CoBank and other System institutions.

Our Funding is Dependent Upon the System’s Ability to
Access the Capital Markets

The primary source of liquidity for CoBank and the other
System institutions is the ability to issue Systemwide Debt
Securities. This access has provided the System with a

dependable source of low cost debt. The System’s ability to
continue to issue Systemwide Debt Securities depends, in part,
on the conditions in the capital markets at that time, which is
outside the System’s control and creates a funding risk for all
System banks. As a result, the System cannot make any
assurances that it will be able to issue on CoBank’s behalf low
cost debt or any debt at all. If the System cannot issue low cost
debt or cannot access the capital markets, CoBank’s funding
would be negatively impacted, which would have a negative
effect on our financial condition and results of operations,
possibly materially.

We are Subject to Liquidity Risk with Respect to Certain
Investments and Derivatives

We are subject to liquidity risk in the course of our
investing activities, particularly with respect to our
investments in non-agency MBS and ABS, FHA/VA non-
wrapped reperformer MBS and corporate bonds, which
together represent approximately 4 percent of our investment
securities held for liquidity. As a result of volatile market
conditions, it could be difficult to sell such investments, if the
need arises, and the discounts from face value would likely be
significant. In addition, because of the inherent uncertainty of
determining the fair value of investments that do not have a
readily available market value, the fair value of our
investments may differ significantly from the values that
would have been used had a ready market existed for the
investments.

Our derivative contracts require the Bank or its
counterparties to post cash or securities as collateral when the
fair values of the derivatives change based on changes in
interest rates. The collateral exchanged between parties occurs
daily with zero posting thresholds for all dealer counterparties.
As a result of these derivative contracts, we are exposed to
liquidity risk when changes in interest rates require us to post
collateral to our counterparties. As of December 31, 2013, our
counterparties had posted $424.6 million in cash and
$132.5 million in securities as collateral with us. At
December 31, 2013, a parallel increase of 2 percentage points
in the U.S. dollar LIBOR/swap curve would have required us
to return approximately 30 percent of the collateral currently
posted with us by our counterparties.

CoBank and its Affiliated Associations Face Intense
Competition

CoBank and its affiliated Associations face intense
competition, primarily from commercial banks, thrift
institutions, insurance companies, finance companies and
mortgage banking companies. Future results may become
increasingly sensitive to fluctuations in the volume and cost of
lending activities. There can be no assurance that CoBank and
its affiliated Associations will be able to continue to compete
successfully in the markets they serve.

CoBank 2013 Annual Report

49



Regulatory Reforms Could Adversely Impact System
Banks, Including CoBank, and Associations

Under the Dodd-Frank Act, which was signed into law in
2010, the federal banking agencies, the U.S. Securities and
Exchange Commission, the Commodity Futures Trading
Commission and a variety of other regulatory agencies are
required to adopt a broad range of new rules and regulations
that will significantly reform the supervision and regulation of
the financial services industry. These federal agencies have
been given significant discretion in drafting and implementing
rules and regulations, and consequently, much of the impact of
the Dodd-Frank Act may not be known for many more months
or years. The Dodd-Frank Act largely preserves the authority
of the FCA as the System’s regulator by excluding System
institutions from certain of the law’s provisions. It is possible
that the FCA might choose to adopt by regulation some
reforms for System institutions that are similar to those
provided for other financial institutions in the Dodd-Frank
Act. Should the FCA adopt similar reforms, it is not clear to
what extent, if any, such reforms would impact us.

Additionally, the Basel Committee on Banking
Supervision (the Basel Committee) released consultative
proposals in 2009 aimed at strengthening global capital and
liquidity regulations. The Basel Committee adopted revised
versions of the consultative proposals as definitive
frameworks in 2010, and made further revisions in 2011. This
framework is often referred to as “Basel 111.” In 2012, the U.S.
banking agencies released notices of proposed rulemakings
that would substantially amend their regulatory capital
requirements to, among other things, implement Basel 111 in
the United States. In 2013, the U.S. banking agencies
approved final regulations that substantially amend their
regulatory capital requirements to, among other things,
implement Basel 111 in the United States, effective January 1,
2014, with mandatory compliance deferred until January 1,
2015 for banks that are not advanced approach banks.

In 2010, the FCA published an Advance Notice of
Proposed Rulemaking (ANPR) in the Federal Register,
requesting comments as to whether the FCA should replace
the existing regulatory capital requirements with a capital tier
framework similar to the capital tiers and related requirements
set forth in the Basel Accord (Basel I) that other federal
financial regulatory agencies have adopted. In the capital
ANPR, the FCA stated that it was important for the agency to
consider the Basel |11 framework because the other federal
financial regulatory agencies were members of the Basel
Committee and had encouraged the public to review and
comment on the Basel 111 proposal. The FCA asked
commenters on the ANPR to review and consider the Basel 111
proposal. In 2013, the FCA announced its intent to revise
sections of its capital regulations so they are consistent with
Basel 111, which could ultimately lead to significant changes in
the System’s regulatory capital rules. We anticipate these rules
will be published in 2014.

Relationship with the Federal Agricultural Mortgage
Corporation

Farmer Mac is a federally chartered corporation that was
established to create a secondary market for agricultural
mortgages and other loans. Since its formation, Farmer Mac’s
business model has evolved such that it now retains on its
balance sheet agricultural mortgages, rural electric loans and
other loans similar to System entities. Although Farmer Mac is
statutorily defined as an institution of the Farm Credit System
and is examined and regulated by the FCA, it is financially
and operationally separate and distinct from the System, and
any reference to “the System” herein does not include Farmer
Mac. Neither CoBank nor any other System entity is liable for
any debt or obligation of Farmer Mac. Further, the assets of
the Insurance Fund do not support any debt or obligation of
Farmer Mac nor do the System’s independent credit ratings
apply to Farmer Mac, which has not been rated by any
NRSRO. Except for contractual obligations arising from
business transactions between Farmer Mac and certain System
institutions, Farmer Mac is not liable for any debt or
obligation of any System entity, including Systemwide Debt
Securities, either directly or on a joint and several basis.

We believe that if Farmer Mac, as an institution of the
Farm Credit System, were to experience financial difficulty, it
could create financial, reputational, political and regulatory
risk to the System.

Our Ability to Attract and Retain Qualified Board
Members, Senior Officers and Associates is Critical to
Successfully Fulfilling Our Mission

The success of CoBank is dependent on the talents and
efforts of our Board members, senior officers and associates,
and the competition for individuals who possess the requisite
knowledge of the banking, agricultural and other relevant
industries is intense. The failure to attract and retain qualified
Board members, senior officers and associates could adversely
affect our business performance, competitive position and the
ability to fulfill our mission.
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Liquidity and Capital Resources

Funding

We use our capital in addition to short-term and long-term
debt to fund our assets. Our debt consists primarily of
Systemwide Debt Securities issued on CoBank’s behalf by the
Funding Corporation. Refer to Notes 6 and 7 to the
accompanying consolidated financial statements for additional
information regarding our debt obligations.

As a member of the System, CoBank has traditionally
maintained ready access to debt funding. As of December 31,
2013, Systemwide Debt Securities were rated AAA by
Moody’s and Fitch, and AA+ by S&P.

Investment Securities and Cash

Investment securities and cash are primarily held for the
purposes of maintaining a liquidity reserve and managing
short-term surplus funds. In accordance with Board-approved
policies, we purchase high credit quality investment securities
to ensure that the investment portfolio is readily marketable
and available to serve as a source of liquidity in the event of
disruption to our normal funding sources.

Investment securities totaled $21.7 billion at
December 31, 2013, an increase from $18.0 billion at
December 31, 2012 primarily due to better market
opportunities to purchase investment securities that meet our
risk/return profile. Our cash balance was $1.3 billion at both
December 31, 2013 and 2012.

As a result of our merger with AgBank, on
January 1, 2012 we acquired investment securities totaling
$4.8 billion (fair value), which consisted of U.S. Treasury and
agency debt securities of $643.9 million, U.S. agency MBS of
$3.2 billion, Farmer Mac MBS of $252.9 million, FHA/VA
non-wrapped reperformer MBS of $554.1 million, non-agency
MBS of $132.7 million and ABS of $58.5 million. The
$3.2 billion of acquired U.S. agency MBS included
$296.7 million of certain FHA/VA reperformer MBS where
the underlying loans are approximately 90 percent government
guaranteed or insured, and which are further supported by
guarantees from either Fannie Mae or Freddie Mac. The
$554.1 million of FHA/VA non-wrapped reperformer MBS
described above are MBS where the underlying loans are also
approximately 90 percent government guaranteed or insured
but which have no guarantees from Fannie Mae or Freddie
Mac. These securities carry unique credit risks, as previously
discussed on page 40.

As part of business combination accounting, the fair value
of all acquired investment securities became the carrying
value as of the merger date. We do not expect to collect the
full contractual amounts due on certain FHA/VA non-wrapped
reperformer MBS, non-agency MBS and ABS acquired in the
merger. For these investment securities, differences between
the contractual amounts due and merger date fair value are
classified into two categories: amounts expected to be
collected (“accretable amounts™) and amounts not expected to
be collected (“non-accretable amounts™). Accretable amounts,
which totaled $261.1 million for all acquired investment
securities as of the merger date, will be recognized in income

over the remaining life of the investment securities. Non-
accretable amounts totaled $102.5 million as of the merger
date, and related to $739.7 million (fair value) of the acquired
investment securities.

The following table summarizes our investment securities
and related unrealized gains/losses by asset class.

Investment Securities ($ in Millions)

Unrealized
Amortized Fair Gains
December 31, 2013 Cost Value (Losses)
U.S. Treasury and Agency Debt $ 9,959 $ 9,963 $ 4
Mortgage-Backed:
U.S. Agency 10,655 10,618 (37)
Farmer Mac 182 179 (3)
FHA/VA Non-Wrapped
Reperformer 443 440 (3)
Non-Agency 201 221 20
Asset-Backed 127 152 25
Corporate Bonds 116 115 (€]
Total $ 21,683 $ 21,688 $ 5
December 31, 2012
U.S. Treasury and Agency Debt $ 6,380 $ 6,491 $ 111
Mortgage-Backed:
U.S. Agency 10,237 10,353 116
Farmer Mac 217 215 2
FHA/VA Non-Wrapped
Reperformer 507 506 1)
Non-Agency 271 292 21
Asset-Backed 97 121 24
Corporate Bonds 21 21 -
Total $ 17,730 $ 17,999 $ 269

At each reporting period, we perform impairment
assessments of our investment securities based on evaluations
of both current and future market and credit conditions and
expected cash flows of these securities. Subsequent changes in
market and credit conditions or expected cash flows could
change these evaluations.

As all of our investment securities are classified as
“available for sale”, we recognize changes in the fair value of
our investment securities in accumulated other comprehensive
income (loss), a component of shareholders’ equity, unless
losses are credit-related and considered other-than-temporary,
in which case that portion of the loss is recorded in earnings.
We recorded unrealized losses on our investment securities of
$261.2 million in 2013 compared to unrealized gains of
$65.7 million in 2012, respectively. The unrealized losses in
2013 primarily related to the impact of changes in market
interest rates on the valuations of fixed-rate securities, while
the gains in 2012 primarily related to improved valuations for
certain non-agency MBS and ABS.

The most significant credit risk in our investment
portfolio relates to our FHA/VA non-wrapped reperformer
MBS (i.e., investment securities where residential mortgage
loans serving as collateral were cured after a default), non-
agency MBS and ABS. These securities collectively total
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$813.0 million (fair value) or 4 percent of our total investment
securities as of December 31, 2013. Credit risks associated
with the portfolio of FHA/VA non-wrapped reperformer MBS
and certain other investment securities are discussed on
page 40. Credit risk in our investment portfolio also arises
from the inability of guarantors and third-party providers of
other credit enhancements to meet their contractual obligations
to us.

We recorded impairment losses in earnings of
$2.5 million in 2013 and $17.0 million in 2012. The 2013
impairment losses related to one FHA/VVA non-wrapped
reperformer MBS and three non-agency MBS. The 2012
impairment losses related to five non-agency MBS and five
ABS and included the impact of changes to assumptions in our
loss models to better reflect current cash flow expectations.
The FHA/VA non-wrapped reperformer MBS and one of the
non-agency MBS impaired in 2013 were among those
identified as credit-impaired investment securities acquired as
part of the AgBank merger. Five of the investment securities
impaired in 2012 (four MBS and one ABS) were among those
identified as credit-impaired investment securities acquired as
part of the AgBank merger. For additional discussion
concerning these investment securities, refer to Note 3 to the
accompanying consolidated financial statements. Increasing
levels of defaults and foreclosures on residential mortgages,
high unemployment, a decline in home prices or weak
economic conditions may result in further downward
adjustments to the fair value of certain investment securities
and the need to record future impairment losses.

Derivatives

As described previously, we use derivatives in part to
manage our liquidity position. Derivatives are recorded at fair
value as assets or liabilities in the accompanying consolidated
balance sheets. Changes in the fair value of these derivatives
are accounted for as gains or losses through current period
earnings or as a component of accumulated other
comprehensive income (loss), depending on the use of the
derivatives and whether they qualify for hedge accounting
treatment. Net changes in the fair value of derivatives and
hedged items recorded in the accompanying consolidated
statements of income totaled gains of $12.0 million and
$17.2 million for 2013 and 2012, respectively. Changes in the
fair value of derivatives recorded as other comprehensive
income (loss) totaled gains of $9.2 million in 2013 and losses
of $5.5 million in 2012.

Capital

We believe that a sound capital position is critical to our
long-term financial success and future growth. We are
primarily capitalized by common and preferred stock and by
retained earnings. Our shareholders’ equity totaled $6.7 billion
and $6.4 billion at December 31, 2013 and 2012, respectively.
The $263.5 million increase was primarily due to our 2013
earnings of $856.5 million, partially offset by $338.0 million
in cash patronage, a $183.0 million decrease in accumulated
other comprehensive income (loss), and $63.0 million in
preferred stock dividends. The decline in accumulated other

comprehensive income (loss) primarily resulted from changes
in the fair values of fixed-rate investment securities driven by
changes in market interest rates.

Our shareholders have approved measures allowing
CoBank to issue up to $1.5 billion outstanding of preferred
stock, subject to FCA approval, at any time through
September 2018. These measures allow us to access outside
capital more quickly and efficiently in response to dynamic
market conditions, without the necessity of obtaining
shareholder approval for each issuance. As of December 31,
2013, we had $961.8 million of preferred stock outstanding.

On January 1, 2012, as part of the AgBank merger, each
share of outstanding common stock of AgBank (Class A
Common Stock, $5 par value, 177,162,554 shares outstanding;
Class B Common Stock, $5 par value, 200 shares outstanding;
Class C Common Stock, $5 par value, 200 shares outstanding)
was exchanged for one-twentieth of a share of common stock
of CoBank ($100 par value, 8,858,148 shares outstanding). In
addition, AgBank’s $225 million of preferred stock
(%$1,000 par value, 225,000 shares outstanding) was exchanged
for $225 million of a new series (Series E) of CoBank non-
cumulative perpetual preferred stock ($1,000 par value,
225,000 shares outstanding) with substantially the same terms
and conditions.

On October 1, 2012, we redeemed all of our outstanding
Series A and Series B cumulative perpetual preferred stock
totaling $363.3 million. We used cash on hand to effectuate
these redemptions. The dividend rates for our Series A and
Series B preferred stock were 7.814 percent and 7.0 percent,
respectively. On October 4, 2012, we issued $400 million of
Series F non-cumulative perpetual preferred stock. We used
the proceeds from the Series F preferred stock to increase our
regulatory capital pursuant to current FCA regulations and for
general corporate purposes. For regulatory capital purposes,
our Series F preferred stock is included in permanent capital,
total surplus and core surplus, whereas our Series A and Series
B preferred stock were only included in permanent capital and
total surplus. Further, our Series A preferred stock was not
fully includable in our permanent capital and total surplus due
to its dividend step-up feature. Dividends on Series F
preferred stock, if declared by the Board of Directors in its
sole discretion, are non-cumulative and are payable quarterly
at a fixed annual rate equal to 6.25 percent from the date of
issuance up to, but excluding, October 1, 2022. Thereafter,
dividends will accrue at an annual rate equal to 3-month USD
LIBOR plus 4.557 percent.

On April 19, 2013, we issued $200 million of Series G
non-cumulative perpetual preferred stock, representing
two million shares at $100 per share par value. The dividend
rate for our Series G preferred stock is 6.125 percent and is
fixed for life. We used the net proceeds from the Series G
preferred stock issuance to increase our regulatory capital
pursuant to current FCA regulations and for general corporate
purposes. For regulatory capital purposes, our Series G
preferred stock is included in permanent capital, total surplus
and core surplus. Dividends on the Series G preferred stock, if
declared by the Board of Directors in its sole discretion, are
non-cumulative and are payable quarterly. The Series G
preferred stock ranks equally, both as to dividends and upon
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liquidation, to our outstanding Series D, E and F preferred
stock, and senior to all of our outstanding common stock.

On July 1, 2013, we redeemed all of our outstanding
Series C non-cumulative perpetual preferred stock totaling
$200 million. We used cash on hand to effectuate this
redemption. The dividend rate for our Series C preferred stock
was 11.0 percent through the date of redemption.

For regulatory capital purposes, subject to certain
limitations, subordinated debt is included in permanent capital
and total surplus and excluded from liabilities in the net
collateral ratio. We had $904.7 million of subordinated debt
outstanding at December 31, 2013 and 2012, respectively. In
December 2012, we purchased $95.3 million of our
7.875 percent fixed rate Series 2008A subordinated notes
through a cash tender offer. As a result, we incurred a loss of
$28.5 million, which is recorded as a component of
noninterest income in the consolidated statement of income
for the year ended December 31, 2012. Our subordinated debt
is discussed in Note 7 to the accompanying consolidated
financial statements.

We may from time to time seek to retire our outstanding
debt or equity securities through calls, cash purchases and/or
exchanges, in open market purchases, privately negotiated
transactions or otherwise. Such repurchases or exchanges, if
any, will depend on prevailing market conditions, the Bank’s
capital position and liquidity requirements, contractual
restrictions and other factors.

FCA regulations include requirements to maintain
regulatory capital at or above minimum levels for our
permanent capital ratio, total surplus ratio, core surplus ratio,
and net collateral ratio. The calculation of these ratios is
summarized in Note 8 to the accompanying consolidated
financial statements. If these standards are not met, the FCA
could impose restrictions, including limiting our ability to pay
patronage distributions, retire equities and pay preferred stock
dividends. As displayed in the following table, at
December 31, 2013, 2012 and 2011, we exceeded the
minimum regulatory requirements, which are noted
parenthetically. The fair value adjustments recorded as a result
of the merger with AgBank had an initial unfavorable effect
on our regulatory capital ratios. This effect will diminish over
time as the acquired assets and liabilities are repaid and the
fair value adjustments accrete into income. The pro forma
column in the following table reflects our capital ratios
excluding the effects of the fair value adjustments resulting
from the merger. Effective January 1, 2013, the FCA granted
us permission to exclude the impact of merger-related fair
value adjustments when determining our net collateral ratio.

Selected Capital Information ($ in Millions)

Pro Forma

December 31, 2013 2012 2012 2011
Total Shareholders'

Equity $ 6,705 $ 6,441 na $ 4,896
Total Shareholders’

Equity/Total Assets 6.87 % 6.97 % n/a 774 %
Permanent Capital

Ratio (7.0%) 16.72 16.14 1683 %  16.37
Total Surplus

Ratio (7.0%) 15.74 15.22 15.91 16.01
Core Surplus

Ratio (3.5%) 10.82 10.06 10.74 10.02
Net Collateral
__Ratio (104.0%) 107.57 107.08 107.67 109.05

@ The pro forma column reflects regulatory capital ratios excluding the effects of the
fair value adjustments resulting from the merger with AgBank effective
January 1, 2012.

@ The regulatory minimum net collateral ratio is 103.0 percent, but the FCA
requires the higher 104.0 percent during a period in which we have Series A
preferred stock or subordinated debt outstanding. Our Series A prefe